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The New Year 

The year 1943 opens with brighter hopes than its 
immediate predecessors. The recent victories in 
Africa, coinciding with good news from Russia and 
from the Pacific, are welcome signs that the initiative 
has passed to the Allies. But, as the Prime Minister 
has said, this is only the end of the beginning ; much 
hard fighting is still to come, and grim determination 
and endurance will be required from those performing 
essential duties as civilians as well as from the fighting 
services. The accountancy profession must continue 
its essential service to commerce and industry. 
Within the limits imposed by wartime paper supplies, 
we hope that the columns of ACCOUNTANCY may 
continue to help both practising accountants and 
accountants in commercial and industrial under- 
takings to keep their professional knowledge up-to- 
date, especially in regard to war taxes and emergency 
legislation. At the same time it is heartening that 
attention is being afforded to post-war prospects and 
projects, which must be planned in anticipation of 
the time — mw may be brought to fruition. The 
Beveridge Ri is the subject of our Editorial 
this month. ion of some major problems of 
more domestic interest to the profession has been 
initiated by the Committee of the London and 
District Society of Incorporated Accountants, as 
teported in our last issue; and the Incorporated 
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Accountants’ Research Committee has been able to 
resume its work after an interval of nearly three 
years. These develo ts are fraught: with en- 
couragement for the future, even though the daily 
round may seem more than enough to absorb our 
energies in the present. So we wish our readers for 
1943 a continuation of the progress which we may now 
feel has been begun towards the more congenial 
activities of reconstruction and peace. 


The Accountancy Profession and Taxation 


On pages 75 to 78 of this issue we reproduce a 
Memorandum in relation to Taxation prepared by the 
Taxation and Financial Relations Committee of the 


Institute of Chartered Accountants in England and 


‘Wales. This memorandum was submitted to the 


Right Honourable the Chancellor of the Exchequer 
and has since been discussed with the of 
Inland Revenue by a deputation representative of the 
whole accountancy profession. The Society's delegates 
on that occasion were the President and Mr. A. 


‘Stuart Allen. We cordially acknowledge the courtesy 


of the Institute in suggesting that the conference 
should be attended by representatives of all the 
accountancy bodies. The Chancellor of the Exchequer 
has since mentioned in the House of Commons that 
the Board was in touch with the bodies responsible 
for the incidence of taxation. It should be added 
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that the Society’s Council refrained from appointing 
a corresponding Cimmittee because sev of the 
Council members, including Mr. Henry Morgan, had 
taken a leading part in preparing and presenting a 
memorandum covering sinilar ground through the 
Associated Chambers of Cummerce. This statement 
does not detract in any mieasure from our apprecia- 
tion of the work of the Institute’s Taxation 
Committee. 


_ Hospitality Offered to Serving Members 

The Society of Incorporated Accountants has been 
fortunate in receiving from Branches of the Society 
and a number of professional bodies in the British 
T)ominions overseas, as well as from the American 
Institute of Accountants, offers of hospitality by 
members of the profession to Incorporated 
Accountants and students in H.M. Forces who may 
be serving in these countries. The most recent 
communication is a letter from the President of the 
Institute of Chartered Accountants in Australia, for 
which the President of the Society has expressed his 
— thanks. The Secretary of the Society will 

pleased to receive the names of those who may be 
serving in any of the British Dominions or in the 
United States of America and to forward these to 
the respective bodies. Alternatively, members and 
students already overseas are advised to communicate 
direct with the Secretary of the appropriate pro- 
fessional body. The Council has expressed its 
appreciation of these generous offers of hospitality, 
which will be very welcome to those who are able 
to take advantage of them. nS SI 


Solicitors’ Compensation Fund Rules ~ 

The Solicitors Act, 1941, was the subject of two 
articles in the December, 1941, issue of ACCOUNTANCY. 
Section 2 of the Act provides for the establishment of 
a compensation fund, to be raised by an annual levy 
on practising solicitors, for the purpose of mitigating 
the results of defalcations by solicitors and their 
employees. The section is now in operation. Further 
details of the way in which the fund will be adminis- 
tered are contained in the Solicitors’ Compensation 
Fund Rules, 1942, made by the Law Society, and in 
Regulations made by the Master of the Rolls (S.R. & 
O., 1942, Nos. 2357/L.36 and 2454/L.37 respectively). 
A loser wishing to apply for a grant from the Com- 
pensation Fund must notify the Law Society within 
six months after first becoming aware of the loss, and 
the application must be made by statutory declara- 
tion in the form prescribed. The Council of the Law 
Society may call for any further evidence, and may 
pee g the eae pg of civil or criminal proceedings 
or the —" of an application to the Disciplinary 
_ Committee. e Council have power, under the 


First Schedule to the Act, to take possession of docu- — 


ments in the custody of a solicitor where dishonesty 
is s ed ; and for this purpose they may apply to 
a judge of the High Court for an order, and the 
solicitor concerned may similarly apply for an order 
for the return of the documents. Such applications 
must in each case comply with the Regulations of the 
Master of the Rolls. 
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What is Banking ?_ . 

Elsewhere in this issue we have the privilege of 
blishing an article by the Wél-known economist, 
rs. Joan Robinson. It is interesting to note that 
in the course of this article our contributor uses the 
ase: “The banks can create money.” Mr. 
eginald McKenna, on the other*hand, after giving a 
very similar description of the process by which 
bank deposits come into existence in a recent pamphlet 
under the title “‘ What is Banking ? ’”’ then observes : 
“ Clearly, there is no creation of anything.”’ This is 


- one more example of the purely verbal controversy 


which perists about this matter, for it cannot be 
supposed that there is any practical difference between 
these two authorities with regard to the functioning 
of the banking system. Mr. McKenna’s admirably 
lucid pamphlet is concerned to show, first, that the 
banks do not control the volume of money es Mrs. 
Robinson also points out) and, secondly, t the 
banks have not made great profits out of their loans 
to.the Government during the war. On the latter 
point, Mr. McKenna’s statement that “ no bank has 
yet become liable for excess profits tax” is surely 
conclusive. In the course of his analysis, Mr. McKenna 
states that bank dividends, as a percentage of the 
shareholders’ true capital, probably work out at about 
4 per cent., which implies that the hidden reserves 
of the “ Big Five’ must be almost exactly equal to 
their published capital and reserves of £117 million. 
Pointing out that there is no group of large share- 
holders owning or running or even influencing the 
policy of the banks, Mr.“McKenna mentions that the 
‘ Big Five ” have about 300,000 shareholders with an 


average holding of £220 of capital, worth about £760 


at current prices and receiving an average dividend, 
subject to tax, of about {31 a year. In addition to 
three million deposit accounts, Mr. McKenna places 
the number of active banking accounts in this 
country at five million, and states that of the cus- 
tomers with active banking accounts about one in six 
is a borrower from his bank at any particular moment. 
Industrial Accounts and Records 

Many of the innumerable Orders issued since the 
outbreak of war have empowered the appropriate 
Minister to require the keeping and production of 
accounts and records relating to the businesses affec- 
ted. These powers have been given in each instance to 
facilitate the enforcement of the particular Order. 
More general powers were given to Government 
Departments, designated as ‘‘ competent authorities,” 
by the Industry (Records and Information) Order, 
1940, made by the Ministry of Supply. This is now 
revoked, and replaced by the Industry (Records and 
Information) and Inspection of Premises (No. 1) 
Order, 1942 (S.R. & O., 1942, No. 2432) made by the 
Minister of Production. Competent authorities for the 
rh rt of this Order are now the Admiralty, the 
etary of State for War, the Secretary of State for 
Air, and the Ministers of Labour and National Service, 
Production, Supply, Aircraft Production, and Works 
and Planning. “ Every person carrying on any under- 
taking’ must, when so requested by any of these 
authorities, such books, accounts and records 
relating to the undertaking as may be prescribed. 
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Documents must also be produced and information 
furnished upon Tequest, and facilities of entry and 
inspection must be afforded to persons authorised by 
the authority. 


War Damage Hardships 

The War Damage Commission has recently 
a new procedure with to so-called “ hardshi 
payments,” of especial benefit to owners of small 
houses on which there is a mortgage outstanding. 
Under Section 8 (3), the amount which can be 
advanced towards the purchase of alternative accom- 
modation is not only subject to an overriding maxi- 
mum of £800 but is also restricted to such amount as 
can be advanced without prejudice to the mortgagee, 
to whom, under the terms of the Acts, the value 
payment is to be made. In a very large number of 
cases, the householder’s equity in the property is so 
small that the amount which can be advanced to him 
without prejudice to the mortgagee would be entirely 
inadequate for the of accommodation in 
place of his destroyed home. Under the new pro- 
cedure, in which building societies and other lenders 
are co-operating, the mortgagee accepts whatever 
may be his share of the “hardship payment” 
towards the redemption of the old mortgage and 
grants a new mortgage to the claimant for a similar 
or greater amount, thus in effect making available 
for the of alternative accommodation the 
full sum which the Commission is permitted to 
advance under the Act. While this very useful device 
will be of assistance in some cases, the fact remains 
that many prospective recipients of value payments 
will continue to suffer considerable hardship. 
the value payment nominally carries interest at 2} 
per cent., this is in fact payable only when settlement 
is eventually made on capital account. In the mean- 
time, the owner is deprived of any income from his 
property, on which his livelihood may depend. If 
the property is mortgaged, moreover, he will normally 
have to continue his mortgage payment. Since the 
mortgage normally carries interest at 4 or 5 per cent., 
the unfortunate owner will still be substantially out- 
of-pocket even when the 2} per cent. interest on the 
value payment is eventually paid over. It would seem 
clear that the 2} per cent. rate is inadequate, and 
that interest on a more adequate basis should be paid 
currently and not withheld until after the war. 

Distributable Profits 

In his Jodgment in the recent case of A. M. 
Edwards v. Saunton Hotel Co., Lid., Mr. Justice 
Atkinson laid down certain rules for the determina- 
tion of distributable profits. The plaintiff, Mr. 
Edwards, who was a director of the hotel company, 
had an agreement under which he was entitled, as 
manager, to salary and a commission of 20 per cent. 
of the sum available for distribution by the company 
at the end of each year. The auditors had taken the 
view that, in calculating the 20 per cent., one must 
first deduct from profits the plaintiff's commission. 
His Lordship was satisfied that profits had to be 
ascertained apart from commission. His i 
also held that the auditors were wrong to deduct 
income tax before the profits were arrived at. 
Finally, on the question of depreciation, it was held 
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that, though a company can depreciate as much as it 
likes, the plaintiff was right to say that the revenue 
account could only be debited with depreciation which 
reasonably represented the d value year by 
of the assets. The only fair method was, his 
thought, the “ straight line” method. 


Brazilian Warrant Plan Passed 

At an extraordi general meeting of Brazilian 
Warrant Agency & Finance Company, which was 
held during December, the new Articles of Associa- 
tion were duly adopted. The yeipoee of the changes, 
which were discussed in the issue of ACCOUNT- 
ANCY, is to limit the abuse of nominee shareholdings 
by compelling disclosure of beneficial ownership. 
Altho these proposals had already aroused con- 
siderable controversy outside the company and its 
shareholders, the meeting passed them unanimously, 
without question or comment. It remains to be seen 
what will be the final result. The Board’s intentions 
certainly have some merit, but there are many 


_ questions which remain unanswered. Among them 


is the possibility of legal difficulties, and whether 
reforms of this sort should not be the prerogative 
of the State. 


The Service Libraries and Books Fund 

Nearly 14,000,000 books and magazines have been 
distributed to the fighting forces in all parts of the 
world by the Service Libraries and Books Fund. 
The comparatively short life of books and magazines, 
the ever-growing number of troops, and the acute 
shortage of books on the market, render it 
for the Fund to receive continuous support. Its 
appeal is not for money but for books and magazines, 
which may be handed in at post offices, unwrapped, 
unstamped and Caaiaak The Prime Minister 
in a recent broadcast said: “ If you had seen, as I 
have seen on my many visits to the Forces, and 
particularly in the Middle East, the need for some- 
thing to read during the long hours of duty and the 
pleasure and relief when that need is met, you would 
gladly look, and look again, through your book- 
shelves and give what you can.” 


THE BEVERIDGE REPORT—Continued from page 62. 
is approximately the product of Is. in the { on income 
tax at present yields. Although the {£351 million 
will probably not be financed entirely from income 
tax—in fact part of the charge will fall on the rates— 
to illustrate the position’ it can be said that {351 
million represents about 4s. in the { income tax. 
The economic burden and effects for separate 
inquiry. Whatever his views of the scheme, the 
taxpayer can hardly view this with relish. 
We agree with Sir William that piecemeal application 
of the proposals would be less than satisfactory, and 
if H.M. Government can be assured that the country 
can su ee ee 
that the balanced proposals of Sir William will 
lightly trimmed rather than drastically amended. 
The reaction to the plan must largely be a matter of 
personal temperament. Its controls will be con- 
siderable and its charges heavy ; but its benefits are 
clear and its social implications are unquestionably 
favourable. ot 
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ACCOUNTANCY 


Formerly the Incorporated Accountants’ Journal 
; Established 1889 J 


‘The Annual Subscription to ACCOUNTANCY is 

125. 6d., which includes postage to all parts of the world. 

The price of a single copy ts Ys. Od., postage extra. 

All communications to be addressed to the Editor, 

Incorporated Accountants’ Hall, Victoria Embankment, 
London, W.C.2 


THE BEVERIDGE REPORT 


The most unrepentant critic of State activity can 
but read the Beveridge Report with sympathetic 
understanding and with appreciation of its lucidity, 
comprehensive imagination, vigorous arguments and 
apposite epigrams. The Report itself contains much 
important information, necessarily omitted from the 
press summaries, which illuminates many aspects of 
the social life of the nation. Its main purpose is to 
ensure a national minimum of subsistence to every 
— in the country, subject to universal responsi- 

ility to work. With the exception of children’s 
allowances—a matter of high State policy—the 
scheme is based on universal and as nearly as possible 
uniform contributions and benefits; it includes a 
large element of mutual insurance and the gradual 
elimination of the disliked means tests. It provides 
iary and medical benefits—broadly conceived— 
to meet the inevitable vicissitudes of human life, with 
attempts to reduce their incidence and frequency. 
In effect its recommendations include the extension, 
re-organisation, and universal application of existing 
statutory benefits and the addition of others, while 
prescribing for a single weekly contribution and 
consolidating administration in a Ministry of Social 
Security. Uncovenanted benefits without the obliga- 
tion to work or to be trained are ruled out. To 
quote Sir William : “ The plan is not one for giving 
to everybody something. for nothing and without 
trouble, or something t will free the recipients 
for ever thereafter from personal nsibilities. 
The plan is one to secure income for subsistence on 
condition of service and contribution, and in order 
- to make and keep men fit for service.” 

The Report deservedly has had a good reception, 
but nevertheless calls for critical review, which 
detracts nothing from its high purpose and advocacy. 
It is only fair that inevitable elements of compulsion, 
control and cost should be weighed against the 
individual benefits and the general advantages of 
the plan. It may well be that the object sought 
can only be achieved through a broad measure of 
State activity involving the setting up of yet another 
Department with controls and inspections, un- 
avoidable in a scheme based upon universal 
compulsion. As a general proposition, it is probably 
true that accountants believe in more accountancy, 
doctors in more medicine, lawyers in more law, and 
administrators—with whom we may not unfairly 
associate Sir William Beveri in more govern- 
ment. Sir William indicates the liability to abuse ; 
the checks upon abuse are apt to fall with undeserved 
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irritation on the just as well as with deserved con- 
tempt upon the unjust. It is clear that Sir William 
has great faith in large schemes administered by 
Government Departments as a cure for our social 
ills, and while recognising the field for voluntary 
insurance and thrift above a minimum subsistence 
level, he feels that voluntaryism as a part of national 
insurance has had its day. 


Industrial assurance is a closely allied subject. 


Attention should be called to two measures of 
reorganisation: (a) the suppression of the present 
system of a gt societies and (b) the consolidation 
of industrial assurance in a public service, the 
Industrial Assurance Board (in place of industrial 
assurance companies), which are proposed for 
different, if not opposite, reasons. At present 
common statutory contributions produce varying 
additional non-statutory benefits from one approved 
society to another. This has arisen in part by the 
selection of “‘ better lives ’’ and, it should be added, 
by the quality of the management. On the other 
hand, the criticism of industrial assurance is weighty— 
solicitation, ive administration and lapsed 
policies are hahah features; but whether the 
proposed Industrial Assurance Board under Govern- 
ment control is an ideal solution is another matter. 

The individual contributor will ask himself whether 
he can afford the contributions, and if he can whether 
he thinks the contributions, and the compulsion, 
worth while. The present weekly cost of national 
insurance, plus the average amount expended in volun- 
tary insurance, medical treatment, etc., would more 
than cover the individual contributions recommended. 
The substitution of one insurance card for two will 
be a relief to employers, but they will be subject to 
an increased charge for weekly contributions, and 
some substantial of the contributions from the 
State will come the employers as 1 yers. 
It is argued that the cost of the weekly contribution 
to employers forms but a small part of the labour 
cost in production, but the Report itself describes 
the employer’s contribution as ‘“‘ a tax on the giving 
of employment.” The employers will discharge to 
their employees through the scheme a moral obliga- 
tion, and this will relieve employers of certain 
responsibilities which would otherwise fall upon them. 

But possibly the principal question to be asked is 
whether the country can sustain the total economic 
burden involved, in particular whether the economic 
burden and the charge on the Exchequer will have 
net detrimental effects on production and enterprise. 
The scheme is to fill up gaps in the social structure. 
Sir William foresees the gaps must be as small as 
possible, and this depends on trade and enterprise 
as well as State organisation. 

‘The taxpayer has shown that “ he can take it,” 
but it would be going too far to assume that the 
present high rates of taxation, or something like 
them, ought to be indefinitely continued. Even in 
these days of astronomical figures the charge on the 
Exchequer and local rates—in 1945 of £351 million, 
rising to £519 million in 1965—is very considerable ; 
£351 million represents an increase over the 1945 
charge for the existing schemes of {86 million, which 

Continued on page 61 
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~~ Concentration of Production 
; Contributed through the Incorporated Accountants’ Research Committee 


The concentration which has been in 
progress since March, 1941, has had two main objec- 
tives: to release personnel, plant and premises for 
essential war , and to preserve and, if 
possible, to increase productive efficiency by con- 
centrating production into factories which can be 
fully employed, in preference to spreading production 
over a larger number of units working at less than 
capacity. 

e principal industries which have been included 
in the concentration programme include (in chrono- 
logical groups) :— 

i. Boots and shoes, bedding, carpets, corsets, 
(spinning, weaving, doubling), gloves, hosiery, 
leather goods, linoleum, pottery, rayon, sports 
goods, toilet preparations, wool. 

ii. Cutlery, jute, lace, silk, textile finishing. 

iii. Clothing, iron foundries, pencils, rubber foot- 

=o (all under the Board of 

©). 

Bricks (under the Ministry of Works and Planning). 

The Selections of ‘‘ Nucleus ’’ Firms 

The Board of Trade has, in general, allowed 

manufacturers to form their own groups and to make 


their own arrangements for transferring production 
from closed firms to “nucleus” (i.e., continuing) 


works, subject to the rights of the Board to review . 


the schemes submitted and to take direct action if 
concentration was unduly delayed. Direct nomina- 
tion of the nucleus firms has occasionally taken place 
by the Board—in some instances on the recommen- 
dations of statutory or of representative trade bodies, 
e.g., the Cotton Control in cotton spinning and 
weaving, the Cotton Board in cotton finishing and a 
representative trade body in the jute industry. In 


the clothing industries the present concentration 


scheme was preceded by a policy under which 
selected factories were “ designated” by the Board, 
with special privileges in respect of cloth supplies 
and labour. In the brick industry the Simmonds 
Committee recommended that the selection of works 
for closure should be left in the hands of the Director 
of Bricks (with an appeal tribunal), but this procedure 
is not yet in force. 

The nucleus firms have been given labour protection 
and preference as regards materials and Government 
contracts, but small firms (with less than 20 em- 
ployees) which exercised their option to stay outside 


concentration have been penalised less heavily than 


large non-co-operators. 
Methods of Concentration 
A considerable variety of schemes have been 
approved, including the following main types 
(arranged in order of frequency) :— | 
(a) The nucleus firm undertakes production for the 


closed firm, which retains its own selling organisa- 


tion. 


plete closing of non-nucleus firms, on pay- 
“ment of compensation by nucleus firms. = -— 


(0) 


cotton 


- materi 
- of clothing has then been allowed to charge only his 


(c). Two or more firms agree to occupy joint premises, 
with either separate production, management and 
selling, or joint production but separate ‘selling 
organisations. 

(@) Closing down of some of the factories of a group 
under the same ownership... 

_ (e) Complete and permanent mergers of production 
and distribution. 


Price Control 


The provisions of the Goods and Services (Price 
Control) Act, 1941, apply to the majority of the 
industries under consideration, and concentration 
has taken place within a framework of price control. 
In many cases maximum prices have been fixed for 
(cloth, for example) and the manufacturer 


cost price plus a permitted. percentage profit, with 

“ ceiling’ (over-riding maximum) prices for each 

specific article. Similarly, distributors have . been 

restricted to maximum margins, again with specific 
prices. 

In calculating cost prices, payments from nucleus 
firms to closed firms are, prima facie, treated as 
allocations of profits and not as manufacturing costs. 
Where, however, a nucleus firm shows that the 
application of this rule would make it worse off than 
if there had been no concentration, contributions will 
be allowed in respect of the irreducible expenses of the 
closed firms—net rent or annual value, rates, fire 
insurance, maintenance wages and other expenses, 
and royalties. 

Sales Quotas 

The available demand has not been divided 
amongst nucleus firms on any fixed principle, such as 
sales ratios in a standard pre-war period. The volume 
of sales of individual manufacturers has, however, 
been controlled by the following factors :— 


(a) In some cases supplies of raw materials have been 
rationed (for example, in the paper-using traces 
and in boots and shoes). 

(6) In some industries a permitted labour force has 
been fixed for each firm (for example, in pottery 
and in leather goox\s). 

(c) Sales have, in some cases, been restricted by value 
(as under the Limitation of Supplies Orders) to 
fixed maxima, usually stated as a percentage of 
some preceding standard period (for example, 
leather goods, carpets and toys). 

(d) In a few industries (notably sports goods), manu- 
facture without licence is not permitted. 

(e) In the brick industry (again an exceptional case) 
area sales quotas have been suggested. 


| Compensation 
Se eres ee In the 
majority of industries there is an arrangement 
which the nucleus firm undertakes production ve 
*‘ commission ’’ basis forthe closed firm associated 
with it or, alternatively, makes direct payments to 
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the closed firm. The revenue thus obtained by the 
closed firm is applied first to cover its maintenance 
costs, while any balance is available as profit. 


In some industries or sections of industry central 


compensation funds have been set up. These 
industries include cotton spinning, weaving and 
finishing, carpets, jute and steel sheets, and the funds 
are administered a representative trade body or 
by a statutory y (e.g., the Cotton Board). The 
central funds are intended primarily to cover the 
irreducible maintenance expenses of the closed firms, 
but in varying degrees the compensation also includes 
an allowance for loss of profit. In most cases (cotton, 
pottery and carpets, for example) no sharp distinction 
is drawn between the two types of payment, but in a 
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few industries (notably jute) there are separate 
accounts. 

The compensation payable to closed firms is 
assessed in various ways. In some industries it is 
based on machine capacity. In other industries it 
depends on the ratio of profits earned in a standard 
period to the total profits of the industry in that 
— and in yet other industries it is calculated 

y reference to deficiencies below sales quotas, 
determined for a standard period. The contributions 
by nucleus firms to the funds are also arrived at in 
different ways. They are sometimes based on current 
sales (by value or volume), sometimes on machine 
capacity and sometimes on excess sales over quotas 
determined for a standard period. 


Creating Money 


By JOAN ROBINSON 


People are sometimes puzzled about the process 
by which the banks create money, but in essence 
the matter is quite simple. In modern conditions 
the Bank of England has almost complete control 
over the total of bank deposits, which are the most 
important element in our supply of money. Its 
control depends _ the custom, which grew up in 
the latter part of the last century, by which the 
joint-stock banks keep a certain ratio between their 
cash reserves and customers’ deposits. The method 
of control which the Bank of England uses is as 
follows: when it wishes the total of bank deposits 
to increase, it buys securities ‘‘ on the open market ’’— 
that is, through the Stock Exchange. Securities are 
bought from individuals or firms who happened to 
be agin Smee and are paid for by cheques on the 
Bank of England. (These cheques are covered by 
the notes which form the Bank’s cash reserve, so 
there is no problem about “ where the Bank gets 


the money from.”) Normally these individuals or- 


firms will pay the cheques into their accounts at the 
joint-stock banks, The banks in turn pay them into 
their accounts at the Bank of England. The banks 
now find that their deposits have increased (by the 
amount paid in by their customers) and that their 
“ cash at the Bank of England ” has increased by an 
equal amount. Cash is normally about 10 per cent. 

deposits. Since deposits and cash have increased 
by equal amounts the cash ratio is now unnecessarily 
high. The: banks can therefore allow deposits to 
increase until the ratio is restored. 


Increasing Deposits 
How does the increase in deposits come about ? 


needs to keep only £100 as a reserve against Mr. 
Snooks’ deposit. ore, with it buys 
securities, say, from Mr. Jones. Mr. Jones pays this 
sum into his account at, say, Lloyds. Alternatively, 
perhaps, Barclays makes a of £900 to Mr. Jones | 


who buys a house from Mr. Smith, who pays the 
£900 into his account at Lloyds. In either case £900 
is transferred from Barclays’ account at the Bank of 
England to Lloyds’ account when the cheques are 
cleared. Lloyds now has £900 more of deposits and 
£900 more of cash. It, in turn, therefore can acquire 
assets to the extent of £810. And so on, round and 
round. At each stage the banks keep 10 per cent. 
of their new deposits in the form of cash and use 
90 per cent. to acquire earning assets. Thus, before 
long, the total deposits of the public with the banks 


. increase by ten times the amount of the original 


purchase of securities by the Bank: As a consequence 
of the expansion of bank lending ‘‘ money becomes 
easy ”’—that is, interest rates tend to fall. 

Anyone who owns a bank deposit is free whenever 
he pleases to ask for notes. At one time there wasa 
legal limitation to the note issue, and the need to 
keep a reserve of notes set a limit to the power of 
the Bank to encourage an increase in the total of 
deposits. This limit (which in practice was always 
fairly elastic) was connected with the management 
of the gold reserve. Now that our currency has been 
freed from dependence upon gold, this limit no 
longer exists, even in theory. The Bank can increase 
the note issue whenever it is convenient to do so, by 
taking permission from the Treasury. It is thus free 
from any impediment, and can make the total of 
deposits whatever it thinks fit. 


The Cheap Money Policy 


At the present time the Bank of England is using 
its power to control the quantity of money in such a 


way as to co-operate with the Treasury in its policy — 


of keeping interest rates from rising. When there 
is a great increase in incomes, as there has been 
since the war began, there is naturally an increase 
in the amount of money in active circulation. If 
the total quantity of money did not increase, ‘‘ money 
would become dear ’’—that is, interest rates would 
rise. In order to prevent this from happening the 
Bank causes the supply of money to increase in 
response to the increase in requirements. Moreover, 
there is a budget deficit running and there is a 
corresponding increase in private wealth through 
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saving. The.Government borrows from the public 
as much as they are willing to lend at moderate 
interest rates—for instance, at 2} per cent. on ten- 
year bonds. The part of the deficit which is not 
ing from the public is borrowed 
from the banks at 1} percent. The Bank of England 
causes the total of deposits to increase to whatever 
extent is 1 to make it possible for the banks 
to lend to the Government what is required of them 
and, at the same time, to make it possible for the 
public to hold the part of their savings which they 
do not want to lend in bank deposits, or in notes. 
If it did not do so, the Government would be com- 
pelled to offer much higher rates of interest in order 
to induce the public to lend the whole of their savings. 

Some people, even when they approve of the policy 
of preventing interest rates from rising, believe that 
by creating money the Bank will cause inflation. 
But this is an illusion. Inflation occurs when there 
is an excess of p ing power relatively to the 
amount of goods available to be purchased. There 
is a tendency to inflation at the present time because 
the supply of goods is strictly limited, while incomes, 
and consequently the demand for goods, are in- 
creasing, as a result of Government outlay on the 
war. The banks do not increase anybody’s income. 
The only influence that they have is upon the rate 
of interest. It does not seem likely that anybody’s 
demand for goods would be reduced at the present 
time if the rate of interest were higher than it is. 


Certainly the Government would not reduce its out- 


lay, which is necessary for prosecuting the war. 
Private firms in normal times may be deterred from 
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outlay on capital expansion by a high rate of interest, 
but in wartime their capital development is dictated 
to them by the Government. Consumers might be 
induced by the pect of high interest on their 
savings to spend less on consumption, but it is 
hardly likely that this influence is of much importance 
in present conditions. Thus it is not plausible to 
say that relatively low interest rates at the present 
time are a cause of inflation to any appreciable 
extent, and if they are not a cause of inflation, then 
the creation of money by the banks is not a cause of 
Banks Cannot Create Prosperity 
Another kind of mystification is seen in the view 
that, because the can create money, therefore, 
when there is a slump, they have some magical 
power to restore perity. But this also is an 
illusion. By causing the quantity of money to 
increase, the Bank of England can force down 
interest rates (as it did with great success in 1932) 
and make borrowing easier. This has a certain 
tendency to encourage business activity. But in a 
bad slump the business community may not see any 
prospect of profit that would justify them in borrow- 


- ing, however easy the terms of lending. The banks 


can take the horse to the water, but only good 
prospects will make him drink. 

Thus the power of the banks, either for evil or 
good, is not nearly so great as people sometimes 
imagine, while the real blems, both of checking 
inflation in wartime and of maintaining prosperity 
in time, are not so simple that they can be 
solved merely by altering the quantity of money, 


The Legal Background of the Accountant" 


By ROLAND BURROWS, K.C. 


The relationship between the practice of an 
accountant and certain principles of law is very close. 
An accountant is a professional man, but, apart from 
special statutory provisions, there is no law which 
prevents anyone from setting up as an accountant. 
The Society has devised a means whereby accountants 
who belong to it shall first of all give proof that they 
have adequate qualifications for their responsible 
duties and while they are in practice shall maintain 
the standard of rectitude which is imed by 
their motto “ Fides atque Integritas.’’ This is done 
by making use of the principles of the Companies 
Act, 1929, as the rules and regulations of the Society 
are made and enforced under the provisions of its 
Memorandum and Articles. 

An accountant owes to his client a due standard 
of skill. Lom chamalinee Soe tapoana He: aren! Gyros 
tests of intelligent study are provided by the Society’s 
examinations. Experience can only be gained 


brief presentation of the chief points raised. 


practice. The Society’s examinations include legal 
topics because it is recognised that an accountant 
must have a working knowledge of certain branches 
of law beyond that by an intelligent 
layman. An accountant meets many legal problems 
and he should be able to recognise one when he sees 


' it so that legal advice can be obtained at the right 


time and not, as sometimes happens, when the wrong 
line having been taken matters have become in- 
extricably confused and the lawyers thereby enabled 
to reap a harvest. But an accountant should in some 

ics have an even greater knowledge of law. 

irst, with to the matters which he can 
excusably omit. It is not usual for an accountant 
to be concerned with crime, and his common sense 
and probity should enable him to keep his hands 
clean. But he See to know what a bribe 
is and what is criminal conspiracy. The same obser- 
vation applies to the law of torts, which is concerned 
with civil liability for wrongs not arising from 


contract. Nor need he know much about international 
law. It may be that an accountant’s practice may be 
concerned with international trade, and in that event 
he should know something about the appropriate 
rules of private international law ; but the average 
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accountant need not know them, and the Society 
accordingly does not require its students to learn 
them. 


‘As all trade is practically concerned with the 


making and carrying out of contracts, and an 
accountant himself acts under a contract between 
him and his client, he ought to be familiar with the 
rules which govern the formation, the legality, the 
forms, the performance, the assignment and the 

e of contracts, and he should realise when an 
action for breach will or will not arise. He may, by 
a timely word or even a suggestion to consult a 
solicitor, be able to save his client heavy expenses 
that might otherwise be incurred. 

Certain contracts must be studied in detail. 
Examples are partnerships, the details of which 
govern the preparation of partnership accounts, 
contracts of sale and hire which form the bulk of 
trading, and such matters as carriage by land and 
sea, insurance, master and servant, principal and 
agent and. the like. 


With regard to bankruptcy and company matters, | 


the interaction of law and accountancy is very 
important. An accountant is most often the trustee 
in bankruptcy or liquidator; he is certainly the 
auditor of any reputable company, and not infre- 
quently asked to advise on commercial aspects of 
trading which go beyond the present subject-matter. 
He will not be expected to be a conveyancer or to be 
an expert in the technical rules of ownership, but he 


will be expected to keep trust accounts of settlements - 


TAXATION 
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or wills or intestacies, and he must therefore have a 
working knowledge of the principles upon which a 
trustee or executor holds for others and is called on 
to account for his trusteeship; and the devolution 
of property by transfer or on death is governed by 
rules which must be known if the accounts are to be 
prope prepared. 

brings one to the question of taxation. The 
new taxes throw a heavy burden of additional work 
on the accountant, and his knowledge must 
constantly be kept up to date. They come in 
swarms and by stealth, so that no amount of 
student preparation can ‘have prepared him. But 
the older and more settled forms of taxation can 
be mastered. Death duties must be understood ; 
but in connection with income and kindred taxes 
an accountant’s duty goes beyond accountancy. He 
is given right of audience before Commissioners and 
must be as ready as a lawyer with his points and 
arguments. Some of these cases turn on points of 
law which are not tax law. He should be able to 
realise this and advise the retaining of a lawyer 
advocate. In that way and by realising his obliga- 
tions and the limitations of his function he is able to 
carry out his responsible duties with satisfaction to 
himself and to the benefit of his client. 

The foregoing observations may serve to explain 
the legal part of the Society’s curriculum and to 
justify its existence. _The object is to produce a 
competent accountant, who is as great a public 
advantage as an incompetent one is a public danger. 


Double Taxation Relief: U.K. and Eire 


With taxation at its present level, it is imperative that 
the accountant should claim for his clients all reliefs to 
which they are entitled. A working knowledge of the 
+ eae for relief for double taxation between the 

nited Kingdom (Great Britain and Northern Ireland) 
and Eire is therefore essential in many instances. 

This agreement provides for very simple relief. A 

who is resident in one of the two counties and not 

the other is exempted from income tax (including 

sur-tax) in the country in which he is not resident, 

except in so far as is necessary to collect tax deducted 

from annual payments in that country. He must, how- 

ever, return and pay tax on all income from both 
countries in the country in which he is resident. 

A person resident in both countries is liable to tax in 
both, but is entitled to claim relief in both countries on 
the doubly taxed income at half the lower of the two 
a priate rates, the aim being to eliminate the lower 

ps of tax. The appropriate rate is found in a different 
way from that applicable to Dominion Income Tax 
Relief ; for the purposes of the agreement, the rate is 
found for each country by aggregating : 

(a) The income tax Fnlaed (before deducting life 

assurance relief) divided by the statutory total 
income, and 


(6) The sur-tax payable (for the same of assess- 


ment) divided by the statutory income. 
Although the total decides which of the two is the 


lower appropriate rate, the relief for the sur-tax portion 


is deferred until the sur-tax. becomes due. 


_A company incorporated in Great Britain, Northern - 


Ireland or Eire is deemed to be resident only in the 
country in which it is managed and controlled. 
British income will be included in the Eireann Return 
on the following bases : 
PERSON RESIDENT PERSON RESIDENT 
‘in land =m Erre Onty 1n BotH Countrizs 


and buildings : , 
Occupied ... British N.A.V. for British N.A.V. for 
" current year current year 
Eat --, a .-- Net rents of pre- Net rents of current 
; ceding year year 
Lands 


(farming, etc.) Assessable value Assessable value for 
for Schedule B Schedule B for 
for current year current year 


If taxed by de- Income of year 
duction in Eire assessment Income of year 
Otherwise -» Income of pre- of assessment 
ceding year 


Bank Interest... Do. Income of preceding year 


Income of preceding year 


Do. (taxed de- 
Income of year of assess- 
ment 


duction in U.K.) 


yy 


ments, etc. ... Do. Income of preceding year 
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ILLUSTRATION, 1941-42 


A, domiciled in the United Kingdom, but resident both in Dividends, ode. goog American stocks £490 
the Ses Seneca se See, had the following income (nothing remi to E in 1940-41). 
for 1941-42: eneeeet an. 3) Be ee ois Jonas 19 
Houses in Eire, NAV. £400, let at £436. wr teat tatdine £200 tek £900 of which there 
Houses in England fi » £300, let at £240. PB yc.) ed ts Enginch £700 ta 1900-21 
(i) ‘ 50, let at . Director's fees : Endiand £700, Eire £100. 
(iii) ie 00, occupied by A, ground A is married, with two children under 16, and pays a 
rent : premium of £150 on a policy for £600 on his own n life. 


COMPUTATIONS 
U.K. 


Basis 


N.A.V. 
Rent ... 


(iii) N.A.V. one _ 
Less Ground Rent 

. American, amount arising in previous year 480 ee caeeen ie eatin 

ire ith 


£ 3 
165 at 6 ene nee ne ak §3 12 6 00 at 3 os sda bai edi 
15 at 10/- Gael aus Sgt ag 1,757 10 0 $1200 at 7/8 eit? thie uhixaie 


Life 


assurance : 
£150 at 3/6 £150 at 3/9 - 


APPROPRIATE RAT RATES 


ox Oe 0.8678, #43 15 0 _ ee, 0.3214. 


Standard Rate Tax as above 
Relief £2,800* at 3s. 0.161d. 


rere 20 ; 
a 
a 
1 
1 
4 ’ 
7 ig a eo : ie | 
: England (i) Rent... oud a ons 240 = obs abe Sew ode cosi' 240 ‘ 
(i N.A.V. oo eee eee 50 oo eee ” eee oe ee “** , rr 80 7 
Excess Rents : 
Rent nae a -- £80 
7 Repairs allowance oes. a 
| 64 . é 
: Less N.A.V. abe w- 50 ; 
| -—-— 14 
eit " 
a y fit. War idan, Preceding Yea Hae Bane sae! = $e0 ose one 400 
Sleeping Partnership, Preceding year—amount arising mittances of preceding year... tbe 
Directors’ Fees, England—preceding year 700 Preceding year bee oe ute ou 700 
‘ Eire do. oon 100 do. ... BN eae ein bes 100 
Statutory Total Income 4,000 2,800 
Allowances : 
Earned soe eee eee eee eee 80 160 ‘ 
Personal des ae gee RS. --» 140 220 ; 
Children ie a pes aes -- 100 120 : 
— 320 — 600. 
,680 £2,300 
— / . 
f oa 18 15 0 
cee 825 0 0 
1,811 2 6 843 15 0 
oc el . 
1,784 17 6 ; 815 12 6 
——— | 
SUR-TAX 
£s 4. £s 4 
, £2,000 eee eee eee oe => £1,500 a= 
500 at 2/- at ito - 50 0 0 500 at 6d. oa ha .. 1210 0 
500 at 2/3 - ike . 565 0 800 at 1/- ess Bi - 4000 : 
* 1,000 at 3/3 wh pad -» 16210 0 
£4,000 £268 15 0 £2,800 £52 10 O 
Z ——— ——— 
ne 
‘ £268 15 0 _ £5210 0 _ : 
Sur-Tax oes 4000 Is. 4.125d. ——ta00 4.500d. 
10s. 4.792d. 6s. 4.821d, 
——— 
Eireann rate is the lower. 
RELIEF : 
ia ¢@ £ s. d, 
we .»  1,78417 6 815 12 6 
ee I ss gzsount ora =. a | 
Tax to be borne ... bee ons .. £1,363 0 0 ‘ £393 15 0 
_ Sur-Tax asabove ... poms oad 268 15 0 5210 0 
_ £2,800* at 2.25d. ... me one 265 0 £2,800 at 2.254... ose ov ede 25 0 
T obs lise ve 210 0 265 0 
. Taxpayable . £24 . 
vet te Sea Peg satel would Nos toee Serta Ee aes wal be toptied mace podendicelly for 1961-4% and the Mbariretion tee teen worked on that bade.” 
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Unless British income is taxed in Eire under Schedule 
C, the assessment is made under Schedule D, Case III 
(Case IV and V having been amalgamated with Case ITI). 
It will be noted that in the case of persons resident in 
both countries, the Eireann assessments on British in- 
come are the same as the British, with the substitution 
of net rents (without repairs allowance) in the case of 
property let, and the adherence to Schedule B assessable 
value. There are differences in the rules for new and 
discontinued sources. Foreign income is assessed 
according to the ordinary rules in each country. 

In Eire, a further relief is given to a person who being 
resident in both countries, spends (or, but for circum- 
stances arising out of the war, would have spent) not 
more than six months in the year of assessment in Eire, 
but whose — place of abode is in the United 
Kingdom. The relief is ‘‘ such as is just,” not exceeding 
such amount as will reduce the total tax (including sur- 
tax) payable in both countries (after giving effect to 
double taxation relief), to what he would have paid had 
he not been resident in Eire for that year. 

Moreover, a citizen of Eire who is domiciled, resident 
or ordinarily resident, in Eire for the year of assessment, 
but was previously resident for an aggregate of ten years 
in any part of the British Empire or the U.S.A., and is 
not eligible for the above reliefs, is entitled to relief of 
the lower of the foreign tax paid on doubly taxed income 
or tax at the appropriate rate on such income. If so 
instructed by his customers, a banker who collects Eire- 
ann income for residents in the United Kingdom may 
pay it over without deduction of British tax, but must 
furnish to the Revenue a list showing the names and 
addresses and amount of income in question of customers. 

A Conjoint Board, with headquarters at Craig-y-don 
Hotel, Llandudno, staffed by British and Eireann 
officials, will, on the request of a person resident in both 
countries, collate his returns and ascertain his net 
liability so that it may be settled by one payment. 

A taxpayer resident only in the United Kingdom, in 
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the first year of claiming relief, to the 
Inspector of Taxes to whom he makes his return for the 
appropriate form, which, when completed, must be sent 
to the same I , with the relevant vouchers. If a 
refund of Eireann tax is claimed (Form L1), the 

certifies the form and returns it, when it will be sent to 
the Revenue Commissioners in Dublin. If, however, 
exemption from Eireann tax is claimed (Form L3) or it 
is requested in the appropriate space on the form that the 
Eireann tax be id to the British Revenue on account 
of British liability (Form L1) the Inspector retains the 
form and passes it to the Eireann Revenue through 
official channels. In subsequent years, the form is issued 
by the Eireann Commissioners, but the remainder of the 
procedure is the same. For Eireann residents, the forms 
are K1 and K3. 

The rules of assessment to United Kingdom tax of 
income from Eireann sources are varied from normal to 
meet the circumstances arising out of the agreement, and 
are as follows : 


(a) Eireann Securities (Case IV) and Stocks, Shares 
and Rents (Case V, Rule 1)—the amount arising 
in the year of assessment, less annual payments to 
persons not resident in the United Kingdom. 

(b) Property occupied in Eire by the taxpayer (Case V) 
—the net annual value under Schedule A, assess- 
able value under Schedule B. 

(c) Other Eireann Possessions (Case V, Rule 2)— 
either on the amount arising in the year of assess- 
ment or as directed by the Commissioners so as to 
ensure that tax may be computed on the same 
basis as if the iricome had arisen in the United 
Kingdom, annual payments to persons not resident 
in the United Kingdom being deducted. 

It will, be noted that the remittance basis does not 

operate in the case of Eireann income, and is, therefore, 
restricted to other income to which it may be appropriate. 


i 


Taxation Notes 


Estate Duty Office 

Some misund ing seems to have arisen following 
the removal of the Estate Duty Office and its records to 
Llandudno. In cases where an interview is necessary and 
the taxpayer or his representatives cannot attend at 
Llandudno, the Department will always be prepared to 
arrange for the interview to take place in London. 


Post-War Credits | 

The amount of income tax on post-war credit has to 
be included as an asset of a deceased ’s estate for 
the estate duty account, but should be deducted in the 
Summary as it is exempted from duty. 


Relationship of E.P.T. and Income Tax 

It appears to be an instruction of the Board of Inland 
Revenue to Inspectors that, where payment of E.P.T. 
has been reduced by set-off of a subsequent deficiency, 
only the net amount paid shall be deducted in the 
chargeable accounting period for income tax purposes, 
whereas if the whole E.P.T. has been paid, the whole can 
be deducted, any repayment coming in as a credit of the 
period in which the deficiency arises. 

As this may have serious repercussions, e.g. on loss 
reliefs, on directions under Section 21, Finance Act, 1922, 
on sur-tax generally, etc., it may be well to examine 
the provisions. 

By Section 18, Finance (No. 2) Act, 1939, the amount 


of the E.P.T. payable . . . for any chargeable accounting 
period shall, in computing for the purposes of income tax 
the profits . . ., be allowed. . . asan ... in that 
period ; provided that where, under the provisions .. . 
relating to deficiencies . . . relief is given by way of 
repayment from E.P.T. chargeable for any chargeable 
accounting period previous to that in which the deficiency 
occurs, the amount of the deduction allowed under this 
section shall not be altered but the amount repayable 
shall be taken into account in computing the profits . . . 
for the purposes of income tax as if it were a profit . . . 
accruing in the chargeable accounting period in which 
the deficiency occurs. 

And by Section 15 (2), where a deficiency occurs in any 
chargeable accounting period . . ., the profits chargeable 
with E.P.T. . . . shall be deemed to be reduced, and relief 
shall be granted in accordance with the following pro- 
visions : ; 

(a) the aggregate amount of the profits so chargeable 
for the previous chargeable accounting i 
shall be deemed to be reduced by the amount of 
the deficiency, and the amount of E.P.T. payable 
in respect thereof shall be deemed to be reduced 
accordingly, and the relief necessary shall be given 
by repayment or otherwise ; 

(b) where the amount of the deficiency exceeds [such] 
aggregate .. . the balance . . . shall be applied in 
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The Board.seems to take the view that the amount 
repayable is only to be brought into credit in the year of 
deficiency where there is an actual repayment, but if the 
relief has been given by set-off, it should be credited in 
tne year in which it is set-off. This view is probably 
based on Section 15 (2), where the words “ repayment or 
otherwise’ are used. With all respect, we suggest that 
this does not override Section 18, which uses the words 
“ E.P.T. payable” as indicating the amount to be de- 
ducted in the period for which E.P.T. is chargeable, and 
we suggest that the use of the word “ payable ’’ means 
that actual payment is not a condition of the deduction. 
Similarly, we the tax repayable as necessarily 
brought in as a profit of the year of deficiency. It is 
true that Section 18 says ‘‘ where relief is given by way of 
repayment,” but set-off amounts to payment and re- 
payment (Tarrant v. Roberts (1930) 9 A.T.C. 546). It is 
the writer’s contention that the words last quoted are 
used to refer to the case where the deficiency is set against 
past excesses as distinct from where the deficiency is one 
from the past set against current excesses (thus reducing 
the E.P.T. payable for the current period); the words 
‘ or otherwise ” in Section 15 permit set-off, but not so 
as to affect the computations of profits for income tax.” 

The obvious remedy to overcome the Revenue con- 
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tention is to pay the tax and obtain repayment, but it is 
inconceivable that the Crown will insist on this farce 
being gone through. The accident of payment or set-off 
cannot be allo to give different results in the cases of 
two taxpayers similarly situated. The E.P.D. case of 
C.I.R. v. Anglo-Chilian Nitrate and Railway Co. (1925, 
4 A.T.C. 195) is, in our view, irrelevant, as it was founded 
on what is now Rule 4 of Cases I and II of Schedule D. — 

Our view is ened by Rule 9 (3) of Part IV, 
Schedule V, Finance Act, 1940, which in the case of 
groups of companies seems to make our interpretation 
beyond doubt. 


Christmas Gifts 

It may not be inappropriate at this time of year to 
remind readers that a gift or voluntary allowance 
received by virtue of an office or employment (before or 
on its termination) is normally assessable as income of 
the recipient unless given in kind with no option to take 
money in lieu. Otherwise, a gift or voluntary allowance 
is not “ income.’’ Bonuses paid to employees are their 
income and allowable as deductions in computing the 
employer’s profits. The usual Christmas gifts to valuable 
customers are also allowed as business expenses, if 
reasonable. 


Recent Tax Cases 


By W. B. COWCHER 0.B.E., B.Litt., Barrister-at-Low 


Schedule D, Case I—Company dealing inveal property and 
investments—Purchase of land and premises as a going 
concern—Sale at a profit—Whether trade receipt. 

In Hesketh Estates, Ltd. v. Craddock (K.B.D., October 
16, 1942, T.R. 253) the appellant company had originally 
engaged in estate development and later, in 1928, had 
begun to buy and sell “‘ investments,” i.e., stocks and 
shares, lend money, and engage in underwriting. In 
these later enterprises it had not been successful. In 1930 
it bought as a going concern land and buildings at 
Droitwich known as the St. Andrews and Royal Brine 
Baths, and carried on the business. At about the same 
time the company had acquired the whole of the share 
and loan capital of a company which owned land sur- 
rounding the brine baths. The company “ worked up” 
the property and during its year ending February, 1936, 
five years after the purchase, sold it at a profit of £54,267. 
The Commissioners had found that this was a profit 
which arose in the course of the appellant’s ‘‘ business,” 
and despite an objection based upon the use of this word 
instead of “‘ trade’ their finding of fact was upheld by 
Wrottesley, J. 

The case, like most of its kind, was determined by the 
factor of “intention,” and governed by Californian 
Copper Syndicate v. Harris (1904, 5 T.C. 159). This 

ish decision was suspect for some years until em- 
phatically endorsed by the Privy Council in Com- 
missioners of Taxes v. Melbourne Trust, Lid. (1914, A.C. 
1001). , 


Schedule D, Case III—Sale of shares in company making 
bicycles and tricycles—Purchase price including quarterly 
payments based upon number of machines sold—Right to 
commute quarterly payments for lump sum—Whether pay- 
ments capital or income. 

In C.I.R. v. 36/49 Holdings, Lid. (K.B.D., October 12, 
1942, T.R. 263), the respondent was a private company 
formed in 1937 to acquire the whole of the issued share 
capital of Rudge Whitworth, Ltd. Having done this, by 
an agreement of March 3, 1937, it sold the shares so ac- 
quired to the Gramophohe Co., Ltd. By one of the 


clauses, for every bicycle sold by Rudge Whitworth, 
Ltd., the respondent was to be paid Is. and for every 
mechanically propelled bicycle, including motor tricycles 
and bicycles, {1 ‘‘ without deduction.”” But, by a proviso, 
at any time December 31, 1938, and befure January 
1, 1949, the payments—which were to be made quarterly 
—could be commuted for £50,000. The Commissioner$ 
had found that the payments were capital; but this 
finding was reversed by Macnaghten, J. 

He said that the payments might be held to resemble 
royalties, and that ‘‘ without deduction’ were words 
inserted to show that there was to be no right to deduct 
tax. He found that they resembled an annuity and that 
had they been so described in the agreement there could 
have been no doubt as to their being income and the fact 
of being based upon sales would not affect it. He held 
that they were to be treated as income receipts ; and, in 
the absence of the full report, it is difficult to see how 
there should have been any doubt upon the point. 


Sur-tax—Settlement—Accumulation during lifetime of 
settlor—Fund and accumulations after death of settlor in 
trust for child first attaining 21—Trustees requived to hand 
over fund to eldest son—Death of eldest son before settlor— 
Whether income after attaining 21 was his income—F.A., 
1927, Section 38. 

In Hamilton-Russells Exors. v. C.I.R. (K.B.D., October 
12, 1942, T.R. 267) the settlor had formed a trust fund 
and it was provided that during his lifetime the trustees 
should accumulate the income by investing it. After the 
settlors’ death the fund, as augmented, was to be held 
in trust for whichever son or daughter should become 
tenant in tail male of certain estates and should first 
attain 21. The testator was the eldest son and, in 1928, 
on attaining 21 he acquired a vested interest in the fund 
as augmented, and, despite the fact that his father was 
still alive and the trustees were bound to accumulate the 
income during the latter’s lifetime, it was settled law 
that he could have put an end to the trust and claimed 
the trust fund. He did not avail himself of this right 
until January, 1939, more than 10 years later, when his 
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father was still alive. The testator, in fact, 

his father. The Crown had succeeded in its contention be- 
fore the Special Commissioners that a sum representing the 
income uld be included in the testator’s sur-tax 
computation for 1938-9 on the ground that the income 
belonged to him and should be regarded as having been 
received as its accrued due. Macnaghten, J., reversed 
In the course of his judgment he remarked that the 
statement in the case that the testator had been paid in 
1938-9 the income accumulated under the ement 
since October, 1928, when he came of age, was not quite 
accurate. The trustees did not pay the income to him but 
the investments which represented the income. At the 
hearing, a new argument had been put up that the in- 


come of the trust should be regarded as having been - 


received by him year by year and that a separate assess- 
ment should be made for each year unless batred 
lapse of time. The trust fund belonged to him: 
although accumulation went on, the income was his and 
he must be regarded as having received it as and when 
it accrued. Rejecting these arguments, he said that the 
rule that a man is entitled to take forthwith the fruit 
which must sooner or later inevitably fall into his hands 
afforded no ground for the contention that he was bound 
to value it willy-nilly before it was ripe. No support was 
to be found for this contention in the cases cited. It 
seemed unreasonable that a beneficiary should be com- 
pelled to frustrate the wishes of his benefactor, and none 
the less when it was a case of father and son with the 
father still alive. And it would be odd if a Court of 
Equity, charged with the duty of protecting and enforc- 
ing lawful trusts, held itself bound to end the trust, 
although everyone desired its continuance. The Revenue 
had no “ equity ” in the matter. 

The judgment strikes the present writer as an inter- 
esting and important contribution to the capitalisation 
éf income problem. 


Income Tax, Schedules B and ip nig 
Hatchery for production of day-old chick ao 
businesses—Day-old chicks transferred to farm—Whether 
transfer price should be cost or market value. 

In Watson Brothers v. Hornby (K.B.D., July 29, 1942, 
T.R. 235) an important theoretical point came before 
the Court for consideration which in its implications goes 
far beyond poultry farming. The appellants were 

farmers who, under the decision in Thornber 

vos., Ltd. v. McInnes (1937, 16 A.T.C. 277, 21 T.C. 221), 
were assessable under Schedule D in respect of the 


nese 


credited with the cost of production ; 
J., reversed their decision, holding that the market 
value, 4d., was the correct transfer value. 
his decisions upon Section 8 of the Sale of Goods Act, 
1893, which lays it down that in certain conditions the 
buyer must pay “a reasonable price” and, to quote 
the words of the section, ‘““ What is a reasonable price 
is a question of fact dependent on the circumstances of 
each particular case.” The Commissioners not having 
considered the matter from this standpoint, their 
decision was erroneous in law. 

He held that there was no ground for saying that 
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cost of production was, apart from coincidence, the 
“ reasonable price” of any article. On the contrary, 
the market price would be so generally—a decision 
with which most people will be in agreement. 


Schedule E—Rector of parish—Expense of opposing Bill 
in Parliament—Whether duty to oppose—Whether cost of 
opposing allowable as deduction under Rule 9. : 

The case of Mitchell v. Child (K.B.D., October 1, 1942, 
T.R. 243) is one where the amount at issue was small 
but the principle involved important. The respondent 
was the rector of Cranford, Middlesex, and the Secretary 
for Air had promoted a Bill in Parliament for. the 
extension of Heston aerodrome, an extension involving 
the house and garden of the respondent, as rector of 
Cranford. He opposed the Bill, but incurred expenses 
amounting to £240 in doing so. The opposition was 
successful in that the Sec for Air was by the 
Enabling Act required to provide free of charge a 
substituted site and also defray the cost of constructing a 
SE CRY SEC ne See ee ae eer 
to . ; 

There were two questions involved, whether the rector 
had a duty to oppose the Bill, and, if he had such duty, 
whether the cost of carrying it out was an expense 
within Rule 9 of Schedule E. The General Com- 
missioners had’ found in favour of the rector, and 
Macnaghten, J., affirmed their decision. He held that 
the rector a double duty. He, as rector, held the 
rectory and garden as a corporation sole: and when he 
vacated his office they would pass to his successor. 
Although excused in certain circumstances, so long as 
he held the office he was by law required to reside at 
the rectory. He had a duty to fill that requirement. 
Again, he had a second duty to preserve the property 
of the corporation sole for his successor. The question 
of expenses under Rule 9 was one of fact and, he was 
disposed to think, not appealable. But if it was appeal- 
able, he agreed with the General Commissioners. 

The cost of protecting existing rights has long been 
allowed under Rule 3 (a) to Cases I and II of Schedule D. 
The greater stringency of Rule 9 of Schedule E is 
indefensible in principle; and the decision is a step in 
the right direction. 


Income Tax—Office or employment or ign possession— 
Office created abroad—Seat of office in U.K.—Contribu- 
tions from churches in U.K. and abroad and from foreign 
Government—Schedule D, Case V.—Schedule E, Rule 6, 
Finance Act, 1922, Section 18. ~ 

The Archbishop of Thyateira v. Hubert (K.B.D., 


. October 28, 1942, T.R. 277) was a case of appeal and 


cross-appeal. Appellant’s office was created in 1922 
by the Patriarch and Holy Synod of Constantinople 
and he was answerable to and removable by them alone. 
The seat of his office was in London and he had resided 
there since 1922. His duties resulted in his spending 
nearly half-the year in the U.K. The remainder was 
spent in other parts of his episcopal parish which com- 
ised all the orthodox Greek churches in Western and 
mntral Europe. Appellant’s income as Archbishop 
comprised contributions received from the churches, 
both here and abroad, and from the Greek Government. 
It was contended for him that the location of his office 
was in Constantinople where “ he had by decree his 
edence as a Metropolitan of the Throne and his seat 

or stall) in the Ecclesiastical Choir.” As Wrottesley, J., 
pointed out, this argument, based on his relationship 
to the Patriarch and Synod, would have been equally 
sound if his province was the U.K. or even only a part 
of the U.K. He found that the case fell within Rule 6 
of Schedule E and that all the contributions from the 
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churches in the U.K. and abroad and from the Greek 
Government were all made by the givers of them and 
received by the Archbishop by virtue of his office. 
The case deserves fuller treatment than the above 
summary; and there is one finding by the Special 
Commissioners which must be referred to. They had 
held that the Archbishop’s office was a foreign pos- 
session but that all the voluntary contributions were 
attached to his office and were profits and gains thereof. 
Now, any liability under Case V would be here under 


Rule 2 upon remittances. The Special Commissioners 


did not shrink from the logical consequences. ‘‘ We 
think that it,” ie., the liability upon remittances, 
“also embraces the payment received in this country 
from congregations within this country, since they 
must equally be deemed to come from a source abroad, 
that is, from the appellant’s foreign possession.” It is 
refreshing to know that the Attorney-General agreed 
in Court that this amazing finding could not be supported. 


Excess Profits Tax—Standard profits—Company working 
minerals—Minimum rent merging into royalties—Excess 
of vent over royalties recoupable in later periods —W hether 
minimum rent or tonnage royalty deductible in computing 


profits. 
In C.I.R. v. Cranford Ironstone Co., Lid. (K.B.D., 


October 8, 1942, T.R. 251) the company worked iron- 
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The Month 


The Government’s cheap money policy was carried a 
stage further on December 1 by the introduction of a 
new issue of 2} per cent. National War Bonds, 1951-53. 
While leaving the rate of interest unchanged it has 
been possible to lengthen the maximum currency of the 
bonds to ten years three months, as compared with 
nine years nine and a half months for the 1949-51 issue. 
This increase in life is not so great as was obtained in 
October, 1941, when the 1949-51 bonds were introduced 
with a maximum currency over two years longer than 
their predecessors, but on that occasion the Treasury 
forced the terms in its favour by leaving a gap of three 
months between the withdrawal of one issue and the 
introduction of another. Moreover, the latest improve- 
ment has taken place against a background of relatively 
stationary gilt-edged prices. The announcement of a 
new issue had been expected for some months, ever 
since the outstanding total of the 1949-51 issue passed 
the £500 million mark. By the end of November, 
subscriptions had in fact exceeded £700 million, which 
compares with totals of £500 million and £450 million 
respectively for the previous 1946-48 and 1945-47 issues. 
The timing of the withdrawal at the end of November 
was evidently arranged so as to the December 
interest disbursements and the repayment of {78.7 
million of India 3} per cent. stock on January 5. On 
this occasion no period of grace will be allowed to 
holders of vested securities who wish to reinvest in the 
old bonds. Thus, although sales of the new issue have 


not begun on a large scale, the Treasury can be fairly 


sure of a good demand after the turn of the year 


The improvement in Australian stocks during the past 
month or two, following the Allied successes in the 


Pacific, came at an opportune moment. Some {£16} 
million of Australia 2 per cent. stock 1941-43 is due 
for repayment on January 1, and it has been possible to 
take advantage of the higher mafket prices now prevail- 
ing to offer a conversion loan in the form of a 3 per cent. 


stone under leases which provided for payment of 
minimum rents and tonnage royalties. The former were 
to be considered on account of and not in addition to 
the royalties. Where the rent exceeded the royalty 
the difference, described as “short workings,” was 
carried forward and deducted against tonnage royalties 
for subsequent i in so far as.these exceeded the 
minimum rents. For 1935 in respect of one of the leases 
the royalties amounted to only {345 as against the 
minimum rent of £1,400 ; and the question was whether 
it was correct to do as had been done in the accounts, 
namely, to charge the £345 as the expense in respect 
of the lease, or to charge the full £1,400 as had been 
done in the Revenue computation. Evidence was 
given that what had been done by the company was in 
accordance with accountancy practice whereby the 
amount of “ short workings "’ was treated as an asset 
in the balance sheet and only the computed 

royalty charged in the accounts. Macnaghten 
reversed the decision of the Commissioners in favour 
of the company, holding that accountancy practice 
in the matter was contrary to the law. The decision, 
whilst apparently sound, will work harshly in cases 
where the minimum rent provisions operate in the stan- 
dard period, whilst in the chargeable accounting periods 
the royalties otherwise payable are reduced by short 
workings during the standard period. 


in the City 


1944-46 stock issued at 98. The new issue is to be 
underwritten by the British Treasury, as was the case 
when high interest-bearing Commonwealth and State 
loans were converted into a Corhmonwealth 3} per cent. 
stock 1961-66 at 99 last year. On this occasion, the 
circumstances clearly called for a short-dated stock, but 
the terms are much more favourable to Australia than 
cpt Ga i marae gegen mere 
turn for the better. 


Controls on Speculation 


The new Stock Exchange regulations, which have 
been designed ‘to check speculative dealings, may not 
be very drastic, but they appear to go quite as far as 
the circumstances warrant. It has been argued that 
buying brokers sometimes facilitate speculation by 
letting an unreasonably long time elapse before ‘’ passing 
a name.” To get this argument into perspective, it is 
worth while ing that out of 3,000 bargains 
recently investigated only 70, or 2} per cent., showed 
delay beyond the permitted five days for passing a 
ticket. In only‘a very few cases out of the 70 could 
the delay be regarded as deliberate. In order to meet 
this minor problem the Committee have ruled that 
tickets shall contain the date of the bargain as well as 
the date of issue, and the seller who fails to receive a 
ticket within the specified time should report the 
matter to the manager of the Buying-In and Selling-Out 
Department. It will be noted that action on the part 
of the seller does not appear to be obligatory, but the 
possibility that a complaint might be made shauld act 
as a deterrent to any offending buyers. Any more 
drastic enforcement of the five-day rule would have 
imposed an impossible burden in t conditions of 
staff shortage. As it is, the rule might be difficult to 
enforce in times of active business. The Committee's 
other regulation has the effect of abolishing the rule 
whereby only a single commission may be charged, at 
the broker’s discretion, on a purchase and sale completed 
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It is anomalous that a measure 
designed to facilitate in-and-out dealings during the 
account should be continued when the system of accounts 
has itself been suspended. 


Solicitors as Principals 
A case of considerable importance to solicitors and 
stockbrokers has recently been decided by the House 
of Lords. The conclusion seems to be that if a solicitor 
instructs a broker to sell securities, he is regarded asa 
principal and not an agent, unless he makes it clear 
i . The facts of the 


instructions of a firm of solicitors. The latter were 
acting on the instructions of a lady who had forwarded 
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them a blank transfer, which she subsequently told the 
company concerned not to register. As a result the 
London stockbrokers bought other shares to’ satisfy the 
Bristol purchaser, and they then took action to recover 
their loss from the solicitors. When the case reached 
the House of Lords it was decided that the solicitors 
must be regarded as principals, and that as such they 
should have seen to it that the registration of the transfer 
was not prevented. - In their original letter the solicitors 
did not indicate that they were only acting as agents, 
and the upshot of this decision will doubtless be that 
solicitors and others acting as agents will in future be 
careful to disclaim personal responsibility. The issue 
is, however, somewhat confused by the fact that under 
appendix 52 of the London Stock Exchange rules 
solicitors are only entitled to share commission as agents, 
and the contract of the brokers in this case was drawn 
up so as to make commission divisible with the firm of 


Points from Published Accounts 


Cinema Company Accounts 
Recent changes in the personnel of the boards of our 
leading cinema companies have been followed by a 
policy of presenting more detailed accounts, a departure 
which is as welcome as it is overdue. Associated British 
Picture has for some years been presenting a con- 
solidated balance-sheet, and the shareholders of Odeon 
Theatres have been promised a similar document with 
the next accounts. Perhaps the test case is provided, 
however, by Gaumont-British. Until this year a 
consolidated balance-sheet had been submitted on only 
one occasion—that was in 1936, when the old board 
yielded to pressure at a time when it was clear that 
heavy losses on film production had been incurred. 
This year the newly constituted board has voluntarily 
presented a “‘ statement of combined net tangible assets 
of subsidiary undertakings.” The particulars are pre- 
sented in a very clear form. The assets are itemised 
and totalled ; then there are deducted trade and sundry 
creditors, reserves for taxation and deferred repairs, 
bank overdrafts and loans on mortgage and debentures. 
From the balance remaining is deducted the proportion 
attributable to outside shareholders, leaving {7,065,819 
as the amount attributable to the parent corporation’s 
interests in these subsidiaries. This can be directly 
related to the book value of £9,552,714 placed on these 
interests in the tion’s balance-sheet, which has a 
total of £12,527,380. Incidentally the chairman gives 
his opinion that a valuation of the assets of the sub- 
sidiaries would bring out a much greater value. A 
similar ure has been followed by another member 
of the group, General Theatre Corporation ; but in this 


instance the change in practice is important not so | 


much because of the amounts involved—actually the 
main fixed assets are in the company’s own hands—as 
because it has provided holders of the preferred shares 
with a helpful und against which to view the 
offer which Gaumont-British has made for their shares. 


P. & O. Reserves 

A plea for the more logical arrangement of debit 
items in the profit and loss account may be entered 
with the Peninsular & Oriental Steam Navigation Co. 
The revenue items are shown in fair detail, though it 
would be an improvement were the net or gross character 
of the various dividend receipts to be indicated. 
Against the total are debited depreciation, various 
appropriations and interest on debenture stocks, leaving 


a balance of revenue available for dividends. In the 
ordinary way it is fair to regard any allocation made 
before charging debenture interest as an obligatory 

e.' That reasoning cannot apply, however, to the 


£250,000 addition made to reserve in 1939-40. It 


could apply only with grave qualification to the £650,000 
added to fleet replacement account in the last three years, 
to the £425,000 taken to provident good service account 
in 1939-40 and 1940-41 or to the £350,000 written 
off investments in subsidiaries in the latest accounts. 
Yet these and other allocations which appear to have 
an optional nature are intermixed with charges which 
should clearly rank against the profits of the year, and 
they are given an apparent precedence above that accorded 
to debenture interest payments. The amounts involved 
are so substantial, both absolutely and in relationship 
to the sums distributed by way of dividend, that they 
should be brought together and placed after the deben- 
ture interest debit, if not transferred to a separate 
appropriation account. 


BOOKS RECEIVED 
Loose-Leaf War Legislation. Edited by John Burke. 
1941-42, Part 16; 1942, Parts 1 to 10. (Hamish 
Hamilton (Law Books), Ltd., London. Price 
6s. net each part.) , 


Wildings’ Farm Account Book. Designed by H. V. — 
Shrewsbury. 


Phillips. (Wilding & Son, Ltd., 
Price 12s. 6d. net.) 

Income Tax Law and Practice. By Cecil A. Newport, 
F.C.R.A. Fourteenth edition. (Sweet & Maxwell. 
Ltd., London. Price 15s. net.) 

The War Damage (Amendment) Act, 1942. me 
Sophian, Barrister-at-Law. (Jordan & Sons, a 

‘London. Price 5s. net.) 


The following departments of the Board of Trade 
have been transferred from Bournemouth to London : 
(1) Supply branch, including sections dealing with 
(a) traders’ coupon adjustments, licences, registrations, 
etc. ; (b) bombed traders; (c) export (rationed goods) ; 
(2) Accountants’ branch, including sections dealing with 
(a) consumer rationing enforcement and coupon banking, 
(6) coupon issue and control, (c) quota returns under the 
Apparel and Textiles Order. Communications on these 
subjects should be addressed to the Board of Trade, 
Northgate, Prince Albert Road, London, N.W.8. The 
telegraphic address is “ Imtuboard, Maida,” and the 
telephone number Cunningham 8000. 
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EMERGENCY LEGISLATION 

Courts eres Powers) Act, 1939, Section 1— 
Forcible Entry by Landlord on Failure of Occupier to 
Deliver up Possession—Leave of the Court Unnecessary. 

In Butcher v. The Borough of Poole (1942, 2 All E.R. 
572) the respondent was employed by the Council as 
foreman. They provided him with a house for which 
he paid no rent and which he was required to occupy. 
The employment was terminated by notice and the 
respondent was required to leave the house. He failed 
to do so, stating that he could not find alternative 
accommodation in the neighbourhood. The Council 
took possession and removed his furniture, not using 
any improper force. The respondent claimed that they 
had committed a breach of the law through failing to 
obtain leave of the Court under the Courts (Emergency 
Powers) Act. The County Court judge u held his 
contention and awarded him {50 damages. e Court 
of Appeal overruled the finding of the County Court 
judge, on the ground that in taking possession the 
appellants were exercising a right of property and were 
not exercising a remedy which operated to defeat or 
determine an interest or title of the respondent ; there- 
fore the leave of the Court was unnecessary. 


EXECUTORSHIP LAW AND TRUSTS 
Administration of Estates Act, 1925, Section 50 (2)— 
Ultimate Trust for Statutory Next-of-Kin. 

By the Administration of Estates Act, 1925, Section 
50 (2), trusts which came into operation before 1926 
are to be construed as referring to the rules of dis- 
tribution before the passing of the Act, unless a contrary 
intention is shown. An ambiguity is not sufficient. In 
Re Hooper’s Settlement Trusts (1942, 2 All E.R. 581) a 
clause in the settlement provided that if the settlor 
died without leaving issue and without having been 
married, then “‘ the trustees shall stand possessed of the 
settled fund and the income thereof in trust for such 
person or persons as would have become entitled to. 
the settled fund under the statutes for the distribution 
of the personal estates of intestates at the death of the 
settlor had he died thereof intestate and 
without having been married.’’ The settlement was 
made in 1912 and the settlor died in 1941 without 
leaving issue and without having been married. When 
the settlement was made in 1912, the distribution was 
governed by the Statute of Distribution, 1670, unless a 
contrary intention was expressed, so as to regulate the 
distribution by the new Act of 1925. The material 
words were “at the death of the settlor.” It was 
argued that as the settlor died after 1925, those words 
must refer to the law in force at his death. Farwell, J., 
held, however, that that was not the only meaning to 
be put upon the words. As there was ambiguity, by 
previous authority it could not be said there was a 
contrary intention expressed in the settlement. There- 
fore, the Statute of Distribution, 1670, which was the 
ay ey ee ae oe took 
effect. 


Intention to Execute Settlement—Intimation to Trustees 
of Funds Affected—No Binding Election. 

By the principle of election, the mere choice between 
alternative remedies is not binding. A binding election 
is made when the person so electing communicates his 
choice to the other Also the doing of an 


unequivocal act to the knowledge of the person con- 
cerned is an election, even if not intended to be. In 
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Legal Notes - 


Re Shepherd (1942, 2 All E.R. 584) the testator made 
his will in 1917. He gave the income of his residuary 
estate to his wife for life, then to his son for life, but 
directed that the son should not be entitled to any 
interest under the will unless he executed a settlement 
of his interest under his grandfather's will. The testator 
died in 1920 and his widow received the income until 
her death in 1941. In 1932 the son wrote to the trustees 
both of his grandfather's will and of his father’s will 
that he intended to make a settlement as directed by 
his father’s will ; but he did not execute that settlement. 
The summons was to determine whether those letters 
amounted to a binding election, or whether the son was 
at liberty not to make the settlement.. Bennett, J., 
pointed out that the letters established no contractual 
relationship, and the recipients could not assert that 
he was bound by those letters to make a settlement. 
Moreover, the communication was not to persons 
affected by the son’s choice. Therefore estoppel could 
not arise. There were no grounds, legal or equitable, 
for holding that the son was bound to make a settlement 
of his interest under his grandfather’s will. 


Statutory Discretionary Trust—Trustee Act, 1925, Section 
33—Trading with the Enemy (Custodian) Order, 1939. 

In Re Gourju (1942, 2 All E.R. 605) Simonds, J., 
decided a point of importance on the construction of 
the statutory form of protective trusts as set out in 
the Trustee Act, 1925, Section 33. These discretionary 
trusts are commonly employed in place of the restraint 
on anticipation formerly placed on the interests given. 
to a female beneficiary. The testator directed his 
trustees to hold the income of his residuary estate, 
during the life of his wife, upon the statutory protective 
trusts for her benefit, and if through any act or event 
she would if absolutely entitled to the income thereof 
be deprived of the same, her interest was to cease, and 
certain discretionary trusts were to arise. At all 
material times the wife lived at Nice, which at the 
time in question was in unoccupied France. By virtue 
of the Trading with the Enemy (Specified Areas) Order, 
1940, she became an enemy for the purposes of the 
Trading with the Enemy Act, 1939, on July 10, 1940. 
By an order made under Section 7 of that Act, there 
was to be paid to the Custodian of Enemy Property any 
money which would, but for the existence of a state 
of war, be payable to or for the benefit of a person 
who is an enemy by way of payment arising under any 
trust or settlement. Simonds, J., held that the Cus- 
todian did not receive the money as agent for the wife, 
but that an event had. occurred which determined the 
wife’s interest under the trust, and therefore the dis- 
cretionary trusts arose. He said that the result was a 
forfeiture through an event which the testator could 
not have contemplated. But the words of the clause 
were too strong, and he could only express the hope 
that in post-war legislation the hard case of such a 
beneficiary as the wife, who had suffered an undeserved 
forfeiture of her income, would not be forgotten. 


MISCELLANEOUS 
Covenant in Restraint of Trade—Vendor's Gift of Capital 
to Sons to Establish Competing Business. 

In Batts Combe Quarry, Lid. v. Ford (1942, 2 All 
E.R. 639) the Court of Appeal decided an unusual case 
of a breach of a restrictive covenant. For a number of 
years A. carried on a q business in partnership 
with B. In 1935 A. and B. sold the business to the 


appellants, covenanting for ten years not directly or 


=| 
£ 


had sold. In 1938 three sons of A. started a quarry 
business on land adjacent to the quarry that was sold. 
A. gave his sons £7,200 to enable them to commence 
business ; this was the whole capital of the firm. A. 
also advised his sons in the purchase of the machinery 
and negotiated its purchase. The sons were aware of 
their father’s restrictive covenant. The Court of Appeal 
that in providing finance and assisting in negotia- 
ms, A. had broken his covenant. It also held that 
the breach had not been procured by A.’s sons, as mere 

of a proferred bounty given in breach of 


The Emergency 


The thirty-sixth instalment is given below. The sum- 
maries are not intended to be exhaustive, but only to give 
the main content of an Act or Order, the full text of which 
should be consulted if details are required. 
ORDERS 
FINANCE 
No. 2458. Blocked Accounts (Authorised Investments) 
(No. 2) Order, 1942. , , 
The previous Order is revoked, and a revised list is 
given of Government securities in which sums to the 


credit of a blocked account may be invested. 
(See Accountancy, December, 1942, page 57.) 


INDUSTRIAL RECORDS AND INFORMATION 
No. 2432. Industry (Records and Information) and 
Inspection of Premises (No. 1) Order, 1942. - 
No. 2450. Industry (Records and Information) (No. 3) 
Order, 1942. ; 
Any of the Government Departments concerned with 
war production may prescribe books, accounts, and 
records which must be kept in relation to any under- 
taking. Books, accounts and documents must be 
produced on demand, and estimates, returns or informa- 
tion supplied. The competent authority may authorise 
any person to enter and inspect premises. The previous 
Orders (1940, No. 818 and 1941, No. 583) are revoked. 
(See page 60 of this issue.) 


- LIMITATION OF SUPPLIES AND RATIONING 

No. 2430. Limitation of Supplies (Heating Apparatus) 
Order, 1942. 

No. 2431. Limitation of Supplies (Polishes) Order, 1942. 

Heating apparatus and polishes were previously con- 
trolled under one Order. Separate schemes with 
separate registers are introduced for the six months 
beginning December 1, 1942. The quota for heating 
apparatus is 15 per cent., and for polishes 50 per cent., 
by value of supplies during the period June 1 to Novem- 
ber 30, 1939. 

(See Accountancy, September, 1942, page 217.) 
No, 2435. Consumer Rationing—Directions in respect of 

Returns and Delivery of Coupons by Unregistered 
manufacturers to the Board of Trade. 

Unregistered manufacturers and makers-up must 
render a return in the form prescribed within fifteen days 
of the end of each quarterly period, of which the first 
begins on December 1, 1942. The classes of goods 
covered are woven wool and non-wool cloth, knitted 
goods, corsets, gloves, footwear, and hand-knitting yarn.. 


covenant did not amount to the tort of procuring a 
breach of contract. Previous decisions on similar 
covenants have generally dealt with a manager, em- 
ployee, agent, director or partner carrying on a similar 
business. It has been held that a husband is not 
“interested ’”’ in a business bona fide carried on by his 
wife, or vice versa. It appears that it is not a breach 
merely to provide capital as a financial venture with a 
fixed interest return. In the present case the whole 
capital was provided as a gift to the sons, and was, as 
the Master of the Rolls said, ‘‘ the whole life of the 
company.’’ In such a case there is a breach ; moreover, 
the case was strengthened in that A. acted in an advisory 


capacity. 


Acts and Orders 


The return summarises all coupon transactions during 
the period and shows the balance remaining, which 
must be delivered to the Board of Trade. 
PRICE CONTROL , 
No. 2425. Utility Household Textiles and Bedding 
(Maximum Prices) (No. 2) Order, 1942. 

A new schedule of wholesaler’s and retailer’s over- 
riding maximum prices is substituted for that contained 
in No. 1411. 

(See AccounTANCy, September, 1942, page 217, and 
December, 1942, page 57.) 

RETAIL BUSINESSES 
No. 2468. Location of Retail Businesses—General Licence 
in relation to Repair Businesses. 

The Board of Trade authorise the supply of goods 
covered by the Location of Retail Businesses Order in the 
course of a business of carrying out repairs to goods 
belonging to other persons. The repair business may be 
carried on either alone or as part of any other business 
which is permitted by the Order, but the licence does not 
cover the sale of secondhand or reconditioned goods. 

(See AccounTANCy, November, 1942, page 37.) 

TRADING WITH THE ENEMY 
No. 2427. Trading with the Enemy (Specified Persons) 
(Amendment) (No. 19) Order, 1942. 

Previous Specified Persons Orders are revoked and a 
revised schedule given of persons with whom dealings are 
prohibited. 

(See Accountancy, December, 1942, page 57.) 

WAR DAMAGE 
No. 2441. War Damage (Mutual Insurance Funds 
Unclaimed Balances) Order, 1942. 

Where it has not been possible to trace persons 
entitled to any part of a fund constituted before the 
passing of the War Damage Act for providing indemnifi- 
cation against war damage, the Board of Trade may 
authorise payment of the moneys into a War Damage 
(Mutual Insurance Funds Unclaimed Balances) Account, 
to be kept by the Board of Trade with the Bank of 
England. Subsequent claims to these balances are to 
be dealt with by the Board. 

(See Accountancy, December, 1942, page 57.) 

WAR RISKS INSURANCE 
No. 2355. War Risks (Commodity Insurance) (No. 5) 
Order, 1942. 

Commodity insurance policies are to be for not longer 
than quarterly periods ending on March 2, June 2, 
September 2 or December 2. The premium for the 
three months beginning December 3, 1942, is to be } per 
cent. per month, with a minimum of 5s. for one month 
or 15s. for a longer period. 

. (See Accountancy, August, 1942, page 199.) . 
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ACCOUNTANCY 15 


The Accountancy Profession and Taxation 


The following Memorandum submitted by the Institute of Chartered Accountants in England and Wales 


was the subject of a discussion which took place at Somerset House, on Thurs 
~ between the Board of Inland Revenue and representatives of professional 


This memorandum amplifies a letter addressed by the 
Institute to the Chancellor of the Exchequer in March, 
1942, and embodies further suggestions based upon 
information collated by the Taxation and Financial 
Relations Committee. The memorandum was prepared 
by this Committee, which consists of members of the 
Institute in professional practice and others holding 
responsible positions in industry and commerce. 
I.—Rate of Excess Profits Tax and Dis between 
Commercial and Taxation Methods of 
Profits. 

(i) It is the general opinion that, having to the 
method of computation of profits employed for the purposes 
of the tax, however attractive the idea of a 100 per cent. 
rate may be at first sight, it has effects which are in many 
cases inequitable as between one taxpayer and another, 
or are undesirable in other respects. 

(ii) In particular the prescribed method of computing 
profits for taxation purposes disallows many important 
items which are necessary deductions in arriving at profits. 
This was not so important when the only tax was a com- 
paratively small income tax which left a fair margin of 
profit in the hands of the taxpayer out of which these 
expenses could be met. It is of very serious importance 
with an excess profits tax of 100 per cent. accompanied as 
it is by an income tax of 50 per cent. on the ts which 
remain after discharging excess profits tax. 

(iii) Such matters as the amortisation of wasting assets 
(including leaseholds), the excess of commercial deprecia- 
tion of plant and buildings over the taxation allowances, 


.and other expenses which are not allowed as deductions for 


tax purposes have all to be provided out of such margin of 
profit as is left after meeting taxation obligations and 
before considering any question of dividends. In a very 
large number of cases (even after taking into account 

ing disallowances in the standard period) the 
margin is inadequate for these purposes and in some 
instances actual deficiencies arise. Moreover, whilst con- 
tributions payable under the War Damage Act, 1941, have 
to be treated as capital payments for taxation purposes the 
amount thereof has to be provided out of the liquid resources 
of the business and, in majority of cases, has, in fact, 
to be met out of profits. 

(iv) The Institute makes no representations u the 
subject of the rate of excess ts tax, as it is well aware 
that this subject has been y debated in Parliament and 
considered by the Chancellor on numerous occasions. In 
view of the circumstances set out above, however, the 
Institute is strongly of the opinion that, in order to remove 
inequities as between one taxpayer and another and to 
give justifiable relief in other directions, steps should be 
taken to ensure that the expenses allowed to be deducted 
in computing profits for excess ts tax purposes should 
be brought more closely into line with which are 
treated as necessary deductions in ascertaining profits for 


commercial purposes. 

(v) In this connection the Institute refers to the following 
matters in particular, viz. : 

(a) Depreciation.—It is that consideration be 


given to the possibility of widening the scope of permissible 
allowances so as to include the iation of fixed and 
ids, mining and other 
extractive properties 


() Rehabilitation o Buildings.—Request is also made for 
consideration of the treatment for both income tax and 
excess profits tax, of expenditure incurred in replacing or 
rehabilitating worn-out or obsolete buildings. Formerly, 
Inland Revenue officials were, on occasion, prepared to 


, 10th December, 1942, 
ountancy bodies 


‘ 
Margrett v. Lowestoft Water & Gas Co. (XIX T.C, 481) and 
O'Grady v. Bulleroft Main Collieries, Ltd. (XVII T.C. 93) and 
some statutory provision to amend the present position 


a to be desirable. 

te) Obsolescence of Plant and Machinery.—In regard to 
plant and machinery, under Rule 6, Cases I and II, Schedule D 
of the Income Tax Act, 1918, it is necessary that plant and 
machinery should be replaced before any allowance can be“ 
given. Formerly a very narrow interpretation was placed 
on this rule, but, arising out of a motion in the House of 
Commons in May, 1932, a more generous treatment of claims 
was promised by the Government. It is still necessary, 
however, that the plant concerned must have been replaced 
before the allowance is given and the authorities still place 
restrictions on the meaning of the expression “ replaced "’ in 
this connection. 

It is not clear in principle why an asset must.be replaced 
before allowance can be given and in the report of the 
Royal Commission on the Income Tax (Cmd. 615. 1920) 
the Commission recommended (paragraph 215) that the 
allowance ‘‘ should be given in the case of machinery or 
plant disused for any reason, whether replaced or not, 
except where the disuse is the result of the discontinuance 
of a business, when it cannot be properly distinguished 
from the general capital loss entailed by cessation.”’ It 
is suggested that effect should now be given to this 
recommendation. 

(d) Deferred Repairs.—It is suggested that statutory effect 
should be given to the concession in regard to deferred repairs 
announced by the Chancellor in the House of Commons on 

une 5, 1940. In order to avail himself of this concession, 
t is necessary for the taxpayer to make a special reserve 
in his accounts for the deferred expenditure, a course which 
it is difficult to adopt with any degree of precision owing to 
the uncertainty of the cost of executing the repairs at the 
end of the war; furthermore, if in fact the reserve should 
ve to have been inadequate no relief is apparently available 
in respect of the excess. It is submitted that if evidence 
can be produced that expenditure on repairs has been deferred 
owing to circumstances attributable to the war, relief should 
be given irrespective.of the manner in which a trader keeps 
his accounts. 

(e) Costs of Readapting Buildings and Plant.—Where 
expenditure been incurred on the adaptation to war- 
time production of buildings or plant, an allowance can be 
claimed under ph 3 of Part I of the Seventh Schedule 
to the Finance (No. 2) Act, 1939, but it is not clear that an 
allowance is available in respect of the cost of the reverse 
operation of readapting the assets concerned to the trader's 
peace-time requirements. This situation is causing anxiety 
to traders, who anticipate that large expenditure will become 
necessary for this pu after the war. 

(f) Losses Sustas as a Result of Concentration of 
Businesses.—Cases have been brought to notice where 
traders have sustained — losses on shop fixtures and 
equipment, plant and ery, and unexpired leases 
through compliance with Government recommendations for — 
the concentration of businesses. The Income Tax Acts do 
not contain any by tonpe for relief in respect of these losses 
which are beyond the control of the trader. It is suggested 
that as they have arisen through steps taken in the national 
interest some measure of statutory relief should be granted 
for taxation purposes. 

(g) Terminal Losses.—Anxiety is also being felt as regards 
trading losses which may arise at the termination of the war 
owing to the possible sudden cessation of war-time demand. 
Concerns may suffer trading losses owing to such matters 
as a fall in value of stocks on hand immediately following 
the cessation of excess profits tax, forward commitments for 
war-time trade, unsuitability of stocks on hand for post-war 
trade, and the inability to carry on normal trading activities 
whilst the adaptations referred to in paragraph (¢) above 
are taking place. The difficulty of legislating in advance 
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to meet. this situation is appreciated, but some indication 
that the matter is in the minds of H.M. Government would, 
it is thought, serve a useful purpose in tending to allay this 
anxiety. It will be recalled that measures to meet the 
analogous situation at the end of the last war were found 


to be necessary. 
II.—Excess Profits Tax: Standards. 


(a) Alternative Standards 

(i) There is a general opinion that Section 27 of the 
Finance Act, 1940, does not provide a satisfactory alterna- 
tive standard of profits and that its practical application 
bristles with difficulties involving a regrettable expenditure 
of time by both the Inland Revenue officials and the tax- 
payer’s representatives without a commensurate return. 

(ii) The provisions of the section accord less favourable 
treatment to an old-established undertaking which has 
passed through difficult times than the statutes accord to a 
new business. The latter is entitled to a standard equal to 
8 per cent. or 10 per cent. of the capital employed, whereas 
the effect of Section 27 (5) is (subject to a minor qualifica- 
tion) that the maximum alternative percentage standard for 
the former is only 6 per cent. or 8 per cent. of the capital 
employed. 

(iti) Moreover, this section, and Section 13 of the Finance 
(No. 2) Act, 1939, which fixes the statutory percentage, 
take no account of the differences in return which may be 
reasonably expected as between one type of undertaking 
and another, and imply that the same return on capital is 
suitable for a hazardous venture as is appropriate to one 
in which the risk is negligible. 

(iv) The Institute recommends that not only new con- 
cerns but all und i be given the opportunity of 
taking an alternative stan , namely, a standard equal to 
the statutory percentage on capital employed in the 
chargeable period. 

(v) Moreover, the Institute recommends that, where 

tatives of a class of trade or business are able to 
show to the satisfaction of the appropriate appeal tribunal 
that the application of the statutory percentage standard 
would not result in a standard commensurate with the 
degree of risk involved, the statutory percentage shall, for 
that class of trade or business, be varied appropriately. 

(vi) Under paragraph 13 (1), Part IV, Fi Schedule 
of the Finance Act, 1940, a new subsidiary is one which at 
no time during the standard period was a member of the 
group. Hence, a subsidiary acquired during the standard 
period is not a new subsidiary and for that reason can have 
neither an independent nor a substituted standard under 
Section 27, Finance Act, 1940, but must merge its result 
in the standard period with those of the group. Usually, 
however, reorganisation begins at once without attention 
in the initial — to profit making, with the result that the 
standard profit may be very low or even a minus figure. 

The case is analogous to. the development period of a new 
concern for which Section 27, Finance Act, 1940, was 
designed. It is suggested that the statutory definition of a 
new subsidiary should be altered so as to refer to a com- 
pany “‘ which was at no time prior to two years before the 


commencement of the standard period of the group a 


member of that or any other group of companies.”’ . 
(b) Other Points Affecting Standards 

(i) Allowance for Working Proprietor.—It is submitted that 
the proviso to Section 13 (2) of the Finance (No. 2) Act, 
1939, as replaced by Section 31, Finance Act, 1940, is being 
interpreted illiberally. The proviso permits the Com- 
missioners to allow an increased sum for each worki 
proprietor ‘‘ having regard to the nature of the business an 
the size of the business as shown by the value of the assets 
employed therein.”” In Parliament the Chancellor explained 
that in some cases it is essential to employ a ‘‘ highly qualified 
technical expert whose remuneration in the ordinary way 
would be £2,500." It is now found that Inspectors demand 
that the person concerned should be a “highly qualified 
technical expert ’’ whereas it is submitted that the emphasis 
of the section is on the power to command high remuneration 
“‘ having regard to the nature and size of the business.” 

(ti) Directors’ amen mere in the law 
relating to excess profits tax as reg companies in which 
the directors have a controlling interest have been found to 
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work somewhat unfairly in certain cases. In companies in 
which the directors have not a controlling interest, some 
increase in directors’ remuneration is in practice allowable 
in suitable instances. No such increase can; however, be 
granted to director-controlled companies since in such cases 
all directors’: remuneration is disallowed, other than that 

id to “ full-time working directors” under paragraph 10, 

I of the Seventh Schedule to the Finance (No. 2) Act, 
1939, as amended by Section 33 (5), Fimance Act, 1940. 

As regards the “full-time working directors’’ above 
referred to, the principle of the allowance of their re- 
muneration as a deduction in computing profits is appar- 
ently that such directors are in substance employees, their 
position being distinguishable from that of the controlling 
directors, who are considered as being substantially the 
proprietors of the business. From this point of view, it is 
not clear why, in addition to owning not more than 5 per 
cent. of the ordinary share capital of the company, the 
employee-director concerned should be required to devote 
substantially the whole of his time to the service of the 
company. A director who is only employed part time may 
still, by virtue of his small shareholding, his position in the 
company and his relation to the controlling directors, be 
nothing more than an employee. There does not seem to 
be any reason why remuneration paid to such an individual 
should be disallowed any more remuneration paid to 
any other part-time employee. 

IIll.—Excess Profits Tax: Computation of Capital. 

The computation of capital employed and of changes 
in that capital is necessarily a matter of difficulty because 
of the great variety in the past history and present circum- 
stances of the businesses liable to the tax. 

Criticisms have been received relating to the present 
methods of treating the following matters :—(a) Excluded 
assets. (b) Assets destroyed or damaged by enemy action 
or under enemy control. (c) Borrowed money. (d) Goodwill 
element in price paid for shares in subsidiary companies. 
(e) Partnership losses. 

(a) Excluded Assets——The question whether and, if so, to 
what extent cash and investments are surplus to uire- 
ments and therefore fall to be dealt with as not employed 
in the business is a never-ending source of difficulty as no 
one outside those in control of a business is really i a position 
to gauge its requirements with any degree of accuracy. 

(i) Cash.—Suggestions have been received from members 
of the Institute in different parts of the country that a broader 
view should be taken in the administration of the ision 
in paragraph 3 of Part II of the Seventh Schedule to the 
Finance (No. 2) Act, 1939, that moneys not required for 
the purposes of a trade or business shall be left out of 
account in computing the amount of capital employed. 
The general experience is that Inland Revenue officials 
tend to interpret the expression “‘ not required for the pur- 
poses of the trade or business” as meaning “not used 
in the trade or business’’ during a particular accounting 
period, or even during a particular part of an accounting 

iod: It is submitted that no part of a taxpayer's cash 
should be eliminated from the computation of capital 
employed except where, and to the extent that, moneys 
are obviously redundant to foreseeable requirements ; 
for example, where a company is over-capitalised and there 
is no evidence that its liquid resources are likely to be 
required for actual trading operations within a measurable 
period of time. 

(ii) Investments in Government Loans.—Closely allied to the 
treatment of cash in computing the amount of capital 
employed in a trade or business is the treatment of invest- 
ments. t in the case of the undertakings mentioned 
in paragraph 6 (2), Part I, Seventh Schedule, Finance (No. 2) 
Act, 1939 (i.e. banks, assurance, and investment companies), 
all investments are, by virtue of paragraph 3 of Part II of 
the Seventh Schedule to the Finance (No. 2) Act, 1939, 
automatically excluded from a trader’s assets in computing 
capital employed. Thus if a trader chooses to invest tem- 
porarily in war loan moneys which would ordinarily be 
treated as required eee but are not 
in immediate use therein, the effect is to increase his liability 
to excess profits tax by the statutory percentage on the 
amount invested. As the statutory percentage is much 
higher than the interest paid on Government securities, the 
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result is a definite deterrent to the investment in Government 
securities of Sith temporarily inactive mon It is sub- 
mitted that moneys invested in defined war loans, whether 
of the United Kingdom or Dominion Governments, should be 
considered together with cash at bank, and only such part 
of those resources which is, on the basis indicated above, 
surplus to the ‘requirements of the trade should be eliminated 
from the computation of capital. 

If this proposal were adopted it follows as a corollary 
that the income from any temporary investments treated 
as capital employed in the trade would be included with 
trading profits for the pu of assessment to excess 
profits tax. The position would then be that if the trader 
were liable to excess profits tax he would gain no immediate 
pecuniary advantage from his investment in war loan, but 
he would not, as at present, suffer a pecuniary disadvantage 
by reason of such investment; subscriptions to war loans 
would thereby be encouraged. 

(iii) Alternatively, there seem to be cogent reasons of 
administrative convenience for computing capital as 
including all the assets, whether trading or otherwise, of 
the taxable unit, less the trading liabilities. This would 
obviate discussion and debate of the kind mentioned and 
would remove the deterrent from investment in Government 
loans. If this suggestion were adopted the position of 
businesses at present entitled to allowances by reference to 
Section 34 (1) of the Finance Act, 1940, would require -to 
be specially dealt with. 

(b) Assets Destroyed or Damaged by Enemy Action or under 
Enemy Control.—Considerable uncertainty still exists in 
reg to the treatment in capital computations of assets 
destroyed or damaged by enemy action or under enemy 
control, and there is a strong feeling that taxpayers 
who have suffered at the hands of the enemy should not be 
further penalised by having their excess profits tax standard 
reduced by the exclusion of the assets thus affected from 
the computation of capital. 

A similar point arises in cases where a taxpayer has been 
deprived of the use of assets owing to other causes arising 
out of the war, for example, where property has been taken 
over by the military authorities for the purposes of military 
manceuvres or defence measures, 

The experience of members of the Institute indicates 
that the practice of Revenue officials is not uniform in 
regard to these matters. 

(c) Borrowed Money.—The introduction of the rule in 1941, 
with retrospective effect, that borrowed money should be 
treated as capital, was presumably intended to encourage 
expansion of war industries by allowing capital and other 
expenditure financed by borrowing to as increased 


capital ing an increase of 8 per cent. or 10 per cent. 
thereon in the ts standard as against the interest paid 
to the lender. e rule has, however, affected prejudicially 


a large number of taxpayers in ways which were 
probably never intended. 

Businesses which followed the practice of carrying their 
stocks by means of bank borrowings have now found that, 
once they have liquidated their stocks. they are unable to 
replace them to the same extent, or, alternatively, that the 
stocks are now carried by Government d mts. In 
both cases the bank finance to which they previously had 


Similarly, companies which had large borrowings in 
their standard periods and followed a policy of strict 
financial conservatism by applying large parts of their 
profits each year to debt redemption, find themselves 
penalised even though in fact their own capital employed 
in the business has been increased by reason of the reduction 
in debt. 

In order to remove such anomalies the Institute suggests 
that the taxpayer be given the . of electing, once and 
for all, whether he will have hic borrowings treated as 
capital or not, or, alternatively, that instead of applying 
the statutory to capital adjustments arising 


percen 

from the redemption of debt, the rate of interest actually 
paid on the debt in question be adopted. 

(d) Goodwill Element in Price Paid for Shaves in Subsidiary 


~pany becomes a subsidiary for excess 
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ies.—On the present basis of computation a decrease 
in capital employed arises where a company which has a 
profits standard acquires during the chargeable accounting 
period the shares of another company (so that the latter com- 
rofits tax purposes) 
at a price in excess of the excess profits tax value of the 
latter company’s capital employed or where a company 
which has a standatd computed by reference to its capital 
employed has acquired the shares of another company at 
such a price at any time. In such circumstances the pur- 
chasing company suffers detriment to the extent of the 
statutory tage on the excess cost and, whilst it is 
clear that there should be safeguards in order to t 
artificial transactions, it is thought that these y exist 
in Section 35, Finance Act, 1941. It is suggested that the 
excess, which is the cost of acquiring goodwill, should 
be regarded as capital employed in the business of the 
purchasing company. 
(e) Partnership Losses in Relation to Capital Employed.— 
Section 30, Finance Act, 1941, introduces a principle of 
i certain losses incurred prior to the standard 
period as capital employed in the business for the purpose 
of computing a substituted standard under Section 27, 
Finance Act, 1940, but doubts have arisen as to whether, 
as a result of the wording employed, this relief extends only 
to companies and is not avadathe to partnerships, 


IV.—Income Tax. 


Relief for Losses.—Under Section 34, Income Tax Act, 
1918, the taxpayer who sustains a loss in any trade, profes- 
sion or vocation, may apply for an adjustment of his liability 
by reference to the loss and to the aggregate amount of 
his income for that from all sources; whereas if the 
loss is dealt with by way of carry-forward under Section 33, 
Finance Act, 1926, the right of offset is confined to profits 
from the same source. It is submitted that having regard 
to the precedent of Section 34, and as a measure of equity, 
the taxpayer should be allowed past losses sustained from 
any taxable source as an offset against any kind of taxable 
income for the statutory period of six years following that 
in which the loss was sustained. 


V.—General. 

(i) Administrative Practices, Concessions and Special Com- 
missioners’ Decisions.—There is a widespread request from 
members for an authoritative source of information in regard 
to ial administrative practices and concessions of general 
application. Concessions are presumed to be granted as a 
matter of equity and it is felt that this element of equity should 
be oy alike to all taxpayers whose cases are in point 
and t information thereon should bé readily available 
to them. Further, if that information were universally 
available, the preparation of taxation computations would 
be facilitated, and much time and labour would be saved to 
the officials and to the profession, since initial uncertainties 
would be avoided. In present circumstances knowledge of 
special a ministrative practices and concessions only 
reaches taxpayers or their accountants either by direct 
inquiry from the Inspector of Taxes dealing with a par- 
ticular case or by indirect means, and accountants fre- 

uently find themselves in an invidious position through 
their clients becoming aware of possible concessions through 
other channels. In order to remedy this position the Insti- 
tute recommends that administrative i 
and Special Commissioners’ decisions of general application 


should be made public. As to the mode of publication, © 


it is s that the Board of Inland Revenue might 
send a-circular letter or memorandum periodically to the 
Institute of Chartered Accountants in England and Wales, 
the Scottish Institute, the Society of Incorporated Account- 
ants and Auditors, the Association of Certified and Cor- 
porate Accountants, the Law Society, and, if thought 
desirable, representative trade organisations; these bodies 
could then publish in their respective journals the whole of 
the memorandum or such part thereof as they consider of 
interest to their members. 

Alternatively, leaflets (similar to the Tax Case leaflets) 
might be published periodically by H.M. Stationery Office. 

It may be noted that the Government of the United 
States of America and the Indian Government regularly 


” concessions . 
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recourse-is no longer necessary and under the law as it now 

stands, they are treated as having reduced the capital 

employed although in fact their own capital sunk in the 
business remains precisely as heretofore. 

a 
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publish their administrative decisions on the working of 
their taxation statutes. 

(ii) Inspectors’ Inquiries.—Representations have been 
received from a num of members of the Institute with 
regard to the detailed and stereotyped character of the 
inquiries which many Inspectors still appear to consider it 
necessary to make into the composition of relatively small 
items in clients’ accounts. The preparation of the detail 
necessary to answer these inquiries involves great expenditure 
of time on the part of accountants and their clients. In the 
subsequent examination by the Inspector there must neces- 
sarily be a considerable expenditure of time, much of which 
is unproductive of any material modification in the com- 

utation submitted. It is suggested that where experience 

as shown this to be so, Inspectors should restrict the number 
and scope of their inquiries to important questions with a 
view to iting agreement of liabilities and the 
collection of revenue. 

(iii) Rights of Appeal.—aAs a result of experience of the 
working of excess profits tax a strong desire has been 
expressed that some right of appeal should be granted to 
the taxpayer in certain instances where the Commissioners 
of Inland Revenue are at t the final arbiters.. Cases 
in point are (a) applications for increases from the minimum 
allowance of {1, granted to a working proprietor, (b) the 
fixing of fair remuneration, and (c) the disallowance of 
expenses under Section 32 of the Finance Act, 1940. This 
request is based on the time-honoured principle of English 
law that judicial and administrative functions should not be 
exercised by the same authority. It is suggested that the 
yer should have the right to a: either to the Special 
or the General Commissioners, at option, on the points 
referred to above. 

(iv) Businesses Terminated by Enemy Action or by Com- 
pulsory Evacuation.—The Acts contain no provision for 
dealing with the position arising on the termination of the 
trading activities of a business as a result of the loss of its 
assets by enemy action or by compulsory evacuation from a 
defence area. 

It is suggested that legislation should be enacted to make 
it clear that the Revenue will not seek to treat a cessation 
of trading activities as a bar to claiming refund of excess 
profits tax on the deficiencies occurring after the enforced 
cessation provided the trader intends to recommence trading 
when circumstances permit. — 

(v) Companies as Directors.—The Inland Revenue authori- 
ties maintain that a foreign company cannot be regarded 
as a company for the pu of director-control under 
Section 40, Finance Act, 1941, on the ground that for the 

urpose of excess profits tax, the word “company” is 
imited to a company within the meaning of the Companies 
Act, 1929. It is submitted that the word “ company ”’ in 
the fifth line of the said section should be amended to “ body 
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corporate ’’ in order to give effect to what appears to have 
been the intention of the Legislature. 

‘ (vi) Director Control.—Where reference is made in the Acts 
to companies, the directors whereof have a controllin 
interest therein, presumably the type of business envisag 
is the family business or a partnership converted into a 
private limited company where most of the members are also 
directors, and profits are, or may be, distributed as 
remuneration instead of as dividends. 

The following points arise on the relevant sections :— 
(a) As the Act is worded the benefits and restrictions apply 
to a company which may in fact be a public company in 
which the directors own, for example, just over 50 per cent. 
of the voting power. On the other hand, a private company 
may not come within the category of the director-control 
owing to some fortuitous circumstances, e.g., the death of a 
director which may reduce the number of with voting 
rights held by the remaining directors to less than 50 per cent. 
(6) In the light of experience the figure of 5 per cent. appears 
to be unduly low as, for example, in the case where one 
or two directors own 94 per cent. of the ordinary share 
capital whilst a third director owns only 6 per cent., and it 
appears unreasonable that no remuneration should be 
allowed in t of his services. (c) The omission of the 


respec ; 
word ‘‘ ordinary” before the words “ share capital of the 


company ”’ in ph (b) of Section 13 (2), Finance 
(No. 2) Act, 1939, as amended by Section 31 of the Finance 
Act, 1940, gives rise to an anomalous position where a com- 
y has preference share capital carrying a dividend at a 
Fxed rate only. The scheme of the Acts appears to be that, 
where a director complies with the conditions as to working 
full time, he should be considered as either a whole-time 
working director whose remuneration is allowed as a charge, 
or as a working proprietor to whom a minimum salary of 
at least £1,500 attaches, but in the case of a company with 
10,000 ordinary shares and 10,000 5 per cent. preference 
shares of {1 each, of which a director holds 600 ordinary 
shares and 300 preference shares, such director is neither a 
whole-time working director (as he owns more than 5 per 
cent, of the ordinary share capital) nor a working proprietor 
(as he does not own 1/20th of the share capital of the com- 
y), despite the fact that he might have worked full time 

the actual management or conduct of the business. — 

(vii) Mills and Factories Depreciation Allowance.—Section 
15, Finance Act, 1937, grants an allowance to occupiers of 
property for depreciation of mills and factories in computing 
profits for taxation purposes, but as a result of a decison 
of the Court in the case of Boarland v. Pirie Appleton & Co., 
Lid. (XIII, T.C. 547) the words used in the section have 
not been sufficient to give the relief which was presumably 
intended by Parliament and a suggestion is therefore made 
for the rectification of this position. 

November 4, 1942. 


Society Of Incorporated Accountants 


PERSONAL NOTES 


Mr. Harry Cunningham, F.S.A.A., a in Messrs. 
Cunningham, Priestley & Co., has been p on the Com- 
mission of the Peace for Sheffield. Mr. Cunningham is a 
member of the Sheffield City Council, and a past President 
and a member of the Committee of the Incorporated 
Accountants’ District Society of Sheffield. 

Mr. William Grieve Lumsden, Incorporated Accountant, 
Deputy Town Chamberlain of the Royal Burgh of Kirkcaldy, 

inted Town Chamberlain of the combined 


has been appo 
Burghs of Motherwell and Airdrie. 

Mr. H. C. Roberts, F.S.A.A., has retired from the of 
Accountant Auditor of the City of London. Mr. L. H. Hall, 
A.S.A.A,, Assistant Accountant Auditor, has been appointed 
Acting Accountant Auditor for the time being. 

Messrs. Swallow, Crick & Co., Incorporated Accountants, 
ae at 31, Priestgate, Peterborough, 22, Station Street, 

palding, and West Street, Bourne, announce that as from 
anuary 1, 1943, they have taken into partnership Mr. 
rederick John Green, 
been on their staff for a number of years. There will be no 
change in the name of the firm. _ 


ted Accountant, who has 


Messrs. S. B. Billimoria & Co., Bombay and elsewhere, 
announce that the former partnership has been dissolved. 
They have taken into partnership Mr. F. R. Merchant, 
F.S.A.A., and Mr. B. N. Bhavnagri, A.S.A.A. The other 
— are Sir Shapoorjee Billimoria and Mr. B. S. 

illimoria, F.S.A.A. 

Mr. D. Barratt, A.S.A.A., has commenced public practice 
at Martins Bank Buildings, 10, Norfolk Street, Manchester. 

Messrs. Harper-Smith, Hayhow & Co., Incorporated 
Accountants, Purdys Court, 84a, High Street, King’s Lynn, 
announce that the firm name has been changed to 
Hayhow & Co. 

Messrs. Spofforth & Prince, Chartered Accountants, Africa 
House, Kingsway, W.C.2 and 10, Shelley Road, Worthing, 
announce that, as from January Ist, 1943, they have admitted 
into partnership Mr. Frederick R. Hews, A.C.A., Incorporated 
Accountant, who has been with the firm for a number of years. 


REMOVALS 
Messrs. Bundred & Collier have removed their offices to 
Haworth’s Buildings, 5, Cross Street, Manchester. 
Mr. P. M. George, A.S.A.A., has removed his offices to 
Salisbury House, Smith Street, Durban. 
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